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SOME ECONOMIC AND LEGAL ASPECTS OF 
INSURANCE RATE DISCRIMINATION* 


C. ArTHuUR WILLIAMS, JR. 


University of Minnesota 


This paper is a tentative, partial report on a research project 
currently being conducted on insurance rate discrimination. The 
report is tentative because some of the conclusions are subject to 
change as the study progresses; it is partial as only a few economic 
and legal aspects are considered, and they are not discussed in de- 
tail. The actuarial aspects arising out of the fact that insurance 
rates must be based upon estimates of the probability of loss are 
almost completely ignored. 

The plan of the paper is as follows. Consideration will first be 
given to the manner in which economists have defined price dis- 
crimination, and an economic definition for insurance rate discrimin- 
ation will be formulated. Secondly, the various forms which price 
discrimination may take will be described, and it will be determined 
which of these may be practiced in insurance. Thirdly, the general 
economic effects of price discrimination will be discussed and re- 
lated. Finally, government regulation of price discrimination will 
be considered; and the measures applicable to various types of 
goods and services will be compared with the regulations pertain- 
ing to insurance. 

This broad approach to the problem of price discrimination has 
several advantages over a study limited to the field of insurance. 
Most of the literature on price discrimination and most government 
regulation in this area deals with other goods and services. There 
are valuable lessons to be learned from these writings and this regu- 
latory experience. They make an approach to the insurance prob- 
lem more systematic, they make it possible to pass more rapidly 
over certain aspects of the problem which have already been ana- 
lyzed in detail, they point up aspects of the problem that might 
otherwise be overlooked, and they focus attention on the similarities 
and differences between the regulation of insurance rate discrimina- 

* This and the following two papers were presented at the 1956 Annual 


Meeting of AAUTI. They could not be included in the Proceedings issue of 
The Journal of Insurance due to space limitations. 
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tion and price discrimination in other industries. The last point is 
important, for it should be remembered that much of the current 
rate regulation was prompted by the Supreme Court decision that 
insurance was interstate commerce and thus subject to federal regu- 
lation like most other goods and services. 





How Do Economists Define Price Discrimination? 


Economists have defined price discrimination in many different 
ways. A definition that would appear to be acceptable to most of 
them is the following: Price discrimination exists when there are 
price differences which do not correspond to differences in cost or 
when there are cost differences which are not reflected in price 
differences. (However, few economists, especially among the eco- 
nomic theorists, use a definition which is this broad; and many 
writers on price discrimination never define the term.)! Accord- 
ing to this definition, the price discriminator may be either a buyer 
or a seller; and the absence of price differences does not necessarily 
indicate the absence of price discrimination. Price discrimination 
as practiced by sellers will be considered in this paper. 

Professor Joel Dean has pointed out that a definition such as 
that given above does not specify what cost concept is to be used 
or what the exact relationship should be between prices and costs. 
A more exact definition would specify (1) whether the costs to be 
considered are average full costs, marginal costs, or average varia- 
ble costs and (2) whether the proper relationship between cost 
and price is equal markups on cost, equal ratios of price to cost, or 
equal returns on investment.” 

A few economists have formulated more precise definitions. 
Most of these writers, including Professors Fritz Machlup, Ralph 
Davidson, and John Perry Miller, define price discrimination in 
terms of marginal cost.* This preference of economists for a defini- 
tion in terms of marginal cost arises out of the proposition advanced 
in conventional economic theory that, in order to achieve an ideal 
allocation of resources among uses, ceteris paribus, prices should be 


1For a comment on the numerous unsatisfactory economic definitions 
of price discrimination, see Ralph Cassady, Jr., “Some Economic definitions 
Price Discrimination Under Non-Perfect Market Conditions,” Journal of 
Marketing. Vol. XI, No. 1 (July, 1946), pp. 8-9. 

2 Joel Dean, Managerial Economics (New York: Prentice-Hall, Inc., 
1951), pp. 505-506. 

3 Fritz Machlup, The Political Economy of Monopoly (Baltimore: The 
Johns Hopkins Press, 1952), pp. 136, 158. 

Ralph Kirby Davidson, Price Discrimination in Selling Gas and Electricity 
(Baltimore: The Johns Hopkins Press, 1955), Chapter X. 

John Perry Miller, Unfair Competition (Cambridge: Harvard University 
Press), pp. 122-25. 
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proportional to marginal costs. The price-marginal cost definition 
of price discrimination has also been supported on the grounds of 
equity since the marginal cost represents the added social burden 
of a specific output.® 

The assumption that it is most desirable to have prices propor- 
tional to marginal costs has been criticized * on the grounds that 
(1) prices and costs are not always satisfactory indicators of satis- 
factions and sacrifices,’ (2) the optimum allocation of resources 
and equity among customers are not the only criteria by which the 
performance of an economy should be judged,’ and (3) the prin- 
ciple is impractical. If, for example, as some economists claim, 
prices should equal marginal costs, most business would have to 
operate at a loss.® In any event, marginal costs are extremely diffi- 
cult to measure;'® and businessmen as a matter of practice base 
their decisions on full costs." 

In rebuttal it has been argued that prices and costs are usually 
good indicators of satisfactions and sacrifices. In any event they 
are the best available objective indicators.’* However, even sup- 
porters of the price-marginal cost allocation principle recognize 
that on occasion other ethical norms must be considered and that 
the total output, for example, may be more important than the 
allocation of resources.'* There are vigorous objections to the 

* For more detailed discussions, see 

Joe S. Bain, Pricing, Distribution, and Employment, Revised Edition 
(New York: Henry Holt and Company, 1953), pp. 163-170, 249-252. 

Kenneth E. Boulding, “Welfare Economics,” A Survey of Contemporary 
Economics, Volume II (Homewood: Richard Irwin, Inc., 1952), pp. 1-34. 
Also see comments by Melvin W. Reder, pp. 34-36 and Paul A. Samuelson, 
pp. 36-38. 

Davidson, op. cit., pp. 68-75. 

Miller, op. cit., pp. 359-361. 

Alfred R. Oxenfeldt, Industrial Pricing and Market Practices (New York: 
Prentice-Hall, Inc., 1951), pp. 93-100. 

5 Dean, op. cit., p. 506. 

®For an excellent brief discussion, see Oxenfeldt, op. cit., pp. 98-100. 
Also see William Vickrey, “Some Objections to Marginal Cost Pricing.” Journal 
of Political Economy, Vol. LVI, No. 3 (June, 1948), pp. 218-238. 

* Dean, op. cit., p. 509-510. 

8 Bain, op. cit., pp. 2-3. 

® Dean, loc. cit. 

10 Dean, op. cit., p. 507. 

1. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” 
Oxford Economic Papers, No. 2. (Oxford: Clarendon Press, 1939), Reprinted 
in Jules Backman, Price Practices and Price Policies (New York: The Ronald 
Press Co., 1953), pp. 128-132. 

13 Oxenfeldt, op. cit., pp. 95-96. 

13 Paul A. Samuelson, Economics (New York: McGraw-Hill Book Co., 
1955), p. 37. 
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statement that the use of marginal costs is impractical. Full costs 
and marginal costs, it is argued, are both difficult to measure in 
practice; but marginal cost is at least conceptually single-valued, 
while full cost depends upon an arbitrary allocation of overhead 
costs.'* Moreover, businessmen have followed marginal cost pricing 
principles more than they realize;!® and, because of some recent 
changes in accounting practices,’* they will probably use them 
more effectively in the future. 

On balance it appears that conceptually a definition of price 
discrimination in terms of marginal cost is a useful one, but it should 
not be inferred that a pricing policy that is discriminatory by this 
definition is necessarily economically and socially undesirable. 

Economists have also defined price discrimination in terms of 
average full costs. However, such definitions are much less com- 
mon; and they are often presented as a test of price discrimination, 
not a definition. The definition is phrased in ethical terms, such as 
unequal treatment.'*’ No economic theory is advanced in support 
of this test; it is simply the definition that would be acceptable to 
most persons. 

Some writers have expressed strong opposition to any definition 
of price discrimination in terms of cost, especially if the practice 
is criticized on the basis of business ethics or economic theory.’* 
Even under pure competition, they argue, prices would not always 
equal marginal costs. Cost-type definitions of price discrimination 
are justifiable only in that cost is a convenient yardstick. This argu- 
ment does not, however, preclude a definition of price discrimina- 
tion in terms of cost; it merely reinforces the arguments that have 
already been presented. First, any cost-type definition has definite 
limitations; and second, price discrimination when defined in terms 
of cost is not unnecessarily undesirable. 

How then should insurance rate discrimination be defined? The 
preceding discussion of definitions used by economists suggests the 
following: There is insurance rate discrimination if insurance rates 
are not proportional to the expected costs of the protection; i.e., the 
expected losses and expenses. Should these expected costs be mar- 


14 Fritz Machlup, The Economics of Sellers Competition (Baltimore: The 
Johns Hopkins Press, 1952), pp. 14-26. 

Vickrey, op. cit., p. 232. 

15 Fritz Machlup, “Marginal Analysis and Empirical Research,” American 
Economic Review (September, 1946), pp. 545-547. Reprinted in Jules Back- 
man, op. cit., pp. 132-135. 

16 James S. Earley, “Recent Developments in Cost Accounting and the 
Marginal Analysis,” Journal of Political Economy, Vol. LXIII, No. 3 (June, 
1955), pp. 227-242. 

17 Cassady, op. cit., pp. 9-12. 

18 Burton A. Zorn and George J. Feldman, Business Under the New Price 
Laws (New York: Prentice-Hall, Inc., 1937), pp. 137-138. 
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ginal costs or full costs? Conceptually one might prefer the marginal 
cost-type definition; but in practice it would be difficult to apply 
such a definition, especially in those cases where rates are made in 
concert by a large number of insurers. Perhaps as the field of mar- 
ginal accounting is developed, a marginal cost-type definition will 
be more practical. In any event this would seem to be a fruitful 
field for further investigation. 

For practical reasons, therefore, the author has adopted a defi- 
nition in terms of average full costs. The arbitrary cost allocations 
must be “reasonable.” Vague as this concept may be, it should be 
possible to detect the most significant cases of discrimination.’® 
Fortunately, since the insurance industry is characterized by rela- 
tively low fixed costs (except in the very short run)’ and the 
average variable costs are fairly constant; marginal costs tend to 
approximate full costs. Therefore, if insurance rates are propor- 
tional to full costs, they tend to be proportional to marginal costs. 
Consequently, they may produce a nearly optimum allocation of 
resources and equity among insureds in the marginal sense. 


Necessary Conditions for Discrimination 


In order to discriminate, the seller must be able to divide the 
market into segments with each segment being priced separately. 
In addition, resale among buyers must be held to a minimum.”® 
Market segmentation may be accomplished by collusion or monop- 
oly, imperfect knowledge among buyers, or product differentiation. 
Since all of these conditions exist in some degree in insurance, 
insurance rate discrimination is clearly feasible. 








Types of Price Discrimination 


Examples of price discrimination have been classified in many 
ways. For example, price discrimination may be open or secret, 
systematic or sporadic, purposive or incidental, and permanent or 
temporary.”! The most useful classification was developed by Pro- 
fessor Ralph Cassady in one of a series of four articles on price 
discrimination. Cassady classified price discriminations as personal 
discrimination, group discrimination, or product discrimination.”* 

19 For problems arising in practice, see James J. Higgins, “Problems in the 
Development of Uniform Accounting,” Examination of Insurance Companies, 
Volume Four (New York: New York State Insurance Department, 1954), 
pp. 123-203. 

1%* Automation may in time diminish the force of this observation. 

20 Bain, op. cit., pp. 401-402. 

Cassady, op. cit., pp. 12-20. 

1 Miller, op. cit., pp. 125-126. 

Oxenfeldt, op. cit., p. 234. 

22 Ralph Cassady, Jr., “Techniques and Purposes of Price Discrimination.” 
Journal of Marketing, Vol. XI, No. 2 (October, 1946), pp. 135-144. 

Machlup, op. cit., pp. 137-162. 
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Personal discrimination in insurance is illustrated by rebates, 
arbitrary schedule credits, misclassifications, and judgment rates 
based in whole or in part on the bargaining position of the insured. 
Most cases of group discrimination arise out of class rating plans 
where the rate variations among classes are not proportional to 
cost differences. Product discrimination is exemplified by price 
differences among different coverages that are not justified by ex- 
pected cost differences. 


Social and Economic Effects 


Price discrimination in itseif deserves neither condemnation 
nor approval. Like most practices in the economy it has its good 
and bad social and economic effects.?* Each case must be con- 
sidered individually. 

In particular cases, price discrimination has been condemned 
on the grounds that it misallocates resources, reduces output, in- 
creases monopoly prices, enables a firm to establish or maintain 
a monopoly, hinders competition among customers or suppliers, en- 
courages the production of inferior products, favors the rich at 
the expense of the poor, or is “unethical.” On the other hand, price 
discrimination has been approved on occasion as improving the 
allocation of resources, increasing total output, promoting more 
effective utilization of plant, promoting competition, encouraging 
technological advances, promoting the sale of new products until 
they have established themselves, reducing prices to all customers, 
permitting some segments of the population to maintain a minimum 
standard of life, protecting established interests whose sudden up- 
heaval might affect the economy adversely, meeting operational 
problems such as clearing stocks and speeding up slow turnover, or 
discouraging the use of certain objectionable products. Price dis- 
crimination has also been defended on the grounds of convenience, 
patriotism, personnel policy, charity, and friendship. 

How about insurance rate discrimination? The limitations of 
actuarial science are bound to result in some price discrimination 
but can any case be made for purposive discrimination? The answer 
depends primarily upon one’s attitude toward using insurance as a 
method of redistributing income and upon the cost structure of the 
industry. With respect to the second factor, the relatively low fixed 
cost structure of the industry makes it impossible to achieve to a 


%3 Bain, op. cit., pp. 413-414, 424-426, 430-432. 

Cassady, op. cit., pp. 144-150. 

Morris A. Copeland, “A Social Appraisal of Differential Pricing,” The 
Journal of Marketing, Vol. VI, No. 4 (April, 1942), pp. 177-84. 


Oxenfeldt, op. cit., pp. 234-52. 
Clair Wilcox, Public Policies Toward Business (Homewood: Richard D. 
Irwin, Inc., 1955), pp. 183-184, 548-554, 
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significant degree many of the advantages which have been claimed 
for price discrimination in particular cases.2** Thus purposive dis- 
crimination if it is justifiable must be supported primarily on the 
grounds that it is desirable to redistribute income through insurance. 
Since this opinion appears to be held by a minority of our popula- 
tion, we may conclude that in insurance there is a strong presump- 
tion against price discrimination. This presumption is not easily 
rebutted. 


Regulation 

Because price discrimination is presumed to be undesirable, the 
federal state and local governments have acted to limit the degree 
of price discrimination in our economy. The limitations differ among 
businesses, the most important factor being whether the business is 
affected with a public interest (a term to be explained later). Since 
most businesses do not fall in this public-interest category, they 
shall be considered first. 


Businesses Not Affected with a Public Interest ** 


Department stores, automobile manufacturers, and breakfast 
food concerns are examples of businesses not affected with a public 
interest. Except for statutes, these firms may price independently 
as they wish; and competition supposedly will wipe out any price 
discrimination. 

The first federal statute affecting price discrimination was the 
Sherman Act enacted in 1890. The Act strengthened and super- 
seded the common law ruling on unreasonable agreements to fix 
prices. The law declared illegal monopolization and restraint of 
trade, the purpose of the law being to maintain competition as the 
keystone of our economy. Price discrimination is illegal under this 
law only when it is symptomatic of monopoly. 

The Federal Trade Commission Act and the Clayton Act were 
the next federal attacks on price discrimination. Both were passed 
in 1914 in response to extensive criticisms of the Sherman Act and 
its enforcement. The Federal Trade Commission Act declared un- 
fair methods of competition to be illegal without specifying what 
practices were unfair while the Clayton Act outlawed several spe- 
cific methods of unfair competition, one of which included several 
types of price discrimination. The Robinson-Patman Act of 1936 


23" See fn. 19a. 

*t Three sources have been particularly useful in writing this section. 
Vernon A. Mund, Government and Business, Second Edition (New York: 
Harper & Bros., 1955), Chapters Ten through Thirteen and Fifteen through 
Eighteen. 

Andreas G. Papandreou and John T. Wheeler, Competition and Its Regu- 
lation (New York: Prentice-Hall, Inc., 1954), pp. 400-435. 

Wilcox, op. cit., pp. 184-199. 
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amended Section 2 of the Clayton Act and is today the major 
federal pronouncement on price discrimination by non-public inter- 
est industries. 

Some important features of this legislation and its enforcement 
are the following: 


1) Prices must be different in order to be discriminetory. 

2) Price differences may be defended on the basis of differences 
in cost. However, the law does not specify the relevant cost con- 
cept nor the nature of the relationship between cost and price. The 
Federal Trade Commission assumes that there is no difference in 
cost until the seller proves otherwise, and the proof must be de- 
tailed. The Commission has not issued any uniform accounting 
regulations, but it has demonstrated a tendency to use average total 
cost instead of marginal cost in its considerations and to reject 
savings in the cost of manufacturing. Thus price differences must 
be justified by differences in the average total cost of selling and 
delivering the product. However, the price difference need not be 
as large as the cost difference. In recent years the Commission has 
become more liberal in its interpretation and has authorized a study 
of the cost accounting problems. 

3) Even though quantity discounts may be justified by cost 
differences, they may be forbidden on the grounds that they are 
unjustly discriminatory or promotive of monopoly because there 
are only a few buyers of the larger quantities. 

4) Brokerage payments to customers are forbidden, while allow- 
ances for merchandising services or the services themselves must 
be made on proportionally equal terms. Both of these prohibitions 
are absolute although there is some leeway in the case of allowances 
and services because of the vagueness of the requirement. 

5) Except for brokerage payments, allowances, and services, 
price differences not justified by cost differences are illegal only 
if they may substantially lessen competition or cause injury to a 
competitor. 

6) Price differences not justified by cost differences may also be 
defended on the grounds that a lower price was made in good 
faith to meet an equally low price of a competitor. 

7) Functional discounts are not considered illegal even if they 
cannot be justified by cost differences. The Act does not deal 
specifically with functional discounts, but the FTC has interpreted 
the !aw in this way because the various functional classes are not 
in competition with one another. Moreover, the practice is well- 
established and accepted. However, the FTC does inquire into the 
classification system to make certain that functional discounts are 
not being used as a subterfuge. 


In summary, the federal legislation applicable to the vast major- 
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ity of the industries in the United States prohibits price differences 
not justified by cost differences if they are symptomatic of monopoly 
or collusive oligopoly or if they tend to hinder competition. The 
acts are weak in that: (1) uniform prices are not considered to be 
discriminatory, (2) price differentials where granted may be per- 
mitted or even required to be less than cost differentials, (3) the 
cost accounting rules are vague, and (4) the good faith defense has 
actually made it possible for some firms to practice discrimination 
where the effect was to limit competition. 

State regulation will not be discussed in this paper, but intra- 
state businesses appear to have even more legal opportunities to 
practice price discrimination. 


Businesses Affected with a Public Interest 


Businesses “affected with a public interest” are subject to much 
more extensive price regulation than those not falling in this cate- 
gory. All businesses are affected with a public interest to a certain 
extent, but a few are so peculiarly affected that they have been 
singled out for special treatment. The businesses placed in this 
special category by the legislatures and the courts are a hetero- 
geneous group, and not all are subject to the same degree of price 
regulation. 

The methods used to determine whether particular businesses 
are affected with a public interest have not been simple, mechanical, 
or logically satisfying; but the determinations have not been with- 
out some foundation and general public support. Of special interest 
are the Supreme Court decisions and dissents in the following cases: 
Munn v. Illinois, 94 U.S. 113 (1877); German Alliance Company v. 
Lewis, 233 U.S. 389 (1914); Charles Wolff Packing Company v. 
Court of Industrial Relations of the State of Kansas, 262 U.S. 522 
(1923), and Nebbia v. New York, 291 U.S. 502 (1934).?5 

At present, if the people through their legislatures decide that a 
certain industry should be regulated and if the legislative action is 
neither arbitrary nor discriminatory, the Court will uphold the 
regulation. 

The industries considered to be affected with a public interest 
at the present time include (1) the interregional transportation 
carriers—railroads, motor carriers, water carriers, air carriers, and 
oil pipelines; (2) the public utilities—firms supplying electricity, 
gas, water, telephone and telegraph service, and local transporta- 
tion; and (3) miscellaneous businesses, such as public warehouses, 
hotels, stock yards, and insurers.”* 

2° An excellent summary of these decisions can be found in Herman H. 
Trachsel, Public Utility Regulation (Homewood: Richard D. Irwin, Inc., 
1950), Chapters One and Two. 

6 Wilcox, op. cit., p. 497 has suggested the first two classes. 
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Clearly these industries have no common list of economic char- 
acteristics to explain their classification as public-interest businesses. 
All that can be said is that at some point in time a sufficient number 
of people became dissatisfied with private price management in 
these industries, the legislatures responded to the will of the peo- 
ple, and the courts upheld the new regulation. Because the ordinary 
man is concerned only indirectly with prices paid by manufacturers, 
contractors, wholesalers, and retailers, because he apparently feels 
that a big business can take care of itself in the competitive struggle, 
and because his purchase: of many commodities is infrequent and 
postponable, certain industries which we might expect to be con- 
sidered public-interest businesses are not. 

This paper will be directed only to the federal regulation of the 
first class, the state and local regulation of the second class, and 
the state regulation of insurance. 

Interregional Transportation Carriers ?"—Interregional transpor- 
tation carriers are regulated by the Interstate Commerce Com- 
mission or the Civil Aeronautics Board. Price discrimination is not 
_ illegal unless it is unjust; therefore, prices need not necessarily be 

related to costs. What is unjust is to a large extent left to the 
discretion of the ICC or CAB. 

The regulation of railroad rates will be examined in detail, for 
this industry is the most important carrier in the group and was the 
first to be subjected to major legislation. The regulation of motor 
carriers will also be discussed briefly, for this industry has different 
economic characteristics which affect its regulation. 

Some significant features of the regulation of railroad rate dis- 
crimination are the following: 


1) Equal rates may be unduly discriminatory if the service is 
different, but this type of discrimination has not been investigated 
with much vigor.?* A rate difference may also be unduly discrimi- 
natory if the rate difference is not proportionate to the cost differ- 
ence. 

2) Personal discrimination is illegal. Rates and fares must be 
published and strictly adhered to. 

3) Railroads are prohibited from charging a higher price “for 


27 This section is largely based upon material found in the following 
sources: 

Marvin L. Fair and Ernest W. Williams, Jr., Economics of Transportation 
(New York: Harper & Bros., 1950), pp. 457-580, especially 554-580. 

D. Philip Locklin, Economics of Transportation, Fourth Edition (Home- 
wood: Richard D. Irwin, Inc., 1954), pp. 430-549. 

Wilcox, op. cit., pp. 548-557, 561-568, 604-652. 

287. L. Sharfman, The Interstate Commerce Commission, Volume IIIB 
(New York: The Commonwealth Fund, 1936), pp. 760-761. Pages 309-768 
of this classic work deal with the regulation of rate structures. 
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a shorter than for a longer distance over the same line, in the same 
direction, the shorter being included within the longer distance” 
except when the ICC expressly grants relief from this section. This 
permission has been granted in cases where the railroad faces 
competition in the long haul from a carrier which has some natural 
advantages. The lower rate must be “reasonably compensatory,” 
however. In effect this means that it must not be less than the 
marginal cost of providing the service or, if greater, the full cost 
to the competing carrier of providing the service. 

Discvimination between long and short hauls has also been per- 
mitted under certain conditions between two areas buying from a 
common supplier or serving a common market, in emergencies such 
as floods or droughts, and when a weaker or high-cost railroad 
competes with a strong or low-cost operation. 

4) Group discrimination of other types and product discrimina- 
tion are illegal only under certain circumstances. First of all, no 
price discrimination in freight rates is undue unless (1) there is a 
competitive relationship between the shippers receiving the more 
favorable rate and those receiving the less favorable rate, (2) the 
less-favored shippers have been (or, sometimes, may be) injured 
by the discrimination, and (3) the same railroad charges the two 
rates. Secondly, sven if these conditions exist, the rate discrimina- 
tion may not be considered illegal if there are differences in the 
elasticity of demand.”° Usually the demand of a shipper is assumed 
to be less elastic if his commodity is less valuable or if the railroad 
must compete with other carriers in order to serve him. 

5) Quantity discounts are required but limited. Railroads must 
charge higher rates on shipments which are less than a carload than 
on carload shipments because there are cost differences. However, 
the rates on multiple-car lots are almost always required to be the 
same as the rates on carload shipments because only a few large 
shippers would be able to take advantage of the reduced rates. 


In actual practice, therefore, personal discrirnination has largely 
disappeared. When discovered, it is stopped. Group and product 
discrimination, on the other hand, are fairly common, purposive, 
and legal. 

A desire for simplicity accounts for some of this discrimination, 
but the high fixed costs and the competitive aspects of the indus- 
try appear more important. This discrimination is valuable to society 
if it results in the transportation of goods that would otherwise 
not move. If it merely transfers traffic from one carrier to another, 
it is economically wasteful, for it encourages a misallocation of re- 

2° This defense is not always effective. For example, unless there is carrier 
competition, the ICC tends to relate differences in rates for raw materials 
and finished goods to differences in cost because the rates affect the location 
of industry. Wilcox, p. 565. 
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sources. On the other hand, it does not necessarily injure the 
shipper who is discriminated against, for his price may be lower 
than it would be without any discrimination. These mixed results 
help to explain why rate discrimination per se (other than personal 
discrimination ) is not illegal. Another important reason is the hesi- 
tation of the ICC to make any changes in a rating structure that 
has become a part of business expectations. 

Motor carriers form a different sort of industry. Their fixed 
costs are low, and competition is more general than in the case of 
railroads; thus discrimination is less tempting and less feasible. The 
ICC follows the same general principles in regulating motor carrier 
rates and railroad rates, but motor carrier rates are seldom per- 
mitted to vary greatly from full costs.*° In short, rate discrimina- 
tion, other than personal discrimination, may be defended before 
the ICC on the grounds that the demand elasticities are different; 
but the permissible degree of discrimination is reduced because of 
the relatively low fixed costs in the industry. 

Public Utilities *\—Because public utilities are usually monopo- 
lies with relatively high fixed costs, they are tempted and able to 
practice price discrimination. Most states, therefore, have statutes 
prohibiting personal discrimination and unreasonable group and 
product discrimination. On paper the price regulations are essen- 
tially the same as those applied to railroads, but in fact the state 
commissioners usually accept the rate structures proposed by the 
private management more readily than the ICC. Most of the com- 
missions object only when a consumer complains, and even then 
they are not likely to order a change if the rating practice complained 
about is customary in the industry. The one thing they do require 
is that the rate to each customer class equal or exceed the marginal 
cost of serving that class. 

Several explanations have been advanced to explain the fact 
that these commissions have not more actively fought discrimina- 
tion. Some commissions have been accused of naivete. These com- 
missions have accepted the debatable accounting principles adopted 
by public utilities to allocate their capacity costs and believe that 
there is little, if any, discrimination among classes of consumers or 
products. Other commissions have permitted a considerable degree 
of price discrimination because they are most interested in increas- 
ing output or are concerned about upsetting business expectations. 
(Even the best commissions accept the output argument; and, in 


%°D. Philip Locklin, “Rates and Rate Structures,” Transportation and 
National Policy (Washington: National Resources Planning Board, 1938), 
pp. 112-114. 

81 This section is based largely upon the following sources: Trachisel, 
Public Utility Regulation, Chapter Seventeen; Emery Troxel, Economics of 
Public Utilities (New York: Rinehart & Co., Inc., 1947), pp. 532-644. 


Wilcox, op. cit., pp. 548-554, 557-561, 568-604. 
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some cases, the argument seems reasonable.) Furthermore, most 
commissions have been so concerned with rate level problems that 
they have had little or no time and resources to investigate rate 
structures. Finally some have been guilty of mere inertia. 

As in the case of the interregional carriers, the degree of per- 
missible discrimination varies directly with the ratio of fixed costs to 
total costs. 

Insurance—Insurance is a business affected with a public inter- 
est which does not fall into either of the preceding categories. Be- 
cause of its public-interest nature, anti-discrimination laws were 
enacted at an early date. In fact, some forms of discrimination were 
generally prohibited many years before adequacy and reasonable- 
ness were widely accepted as rating standards.** 

The All-Industry Committee’s Model Bill which was adopted by 
the National Association of Insurance Commissioners in 1946 states 
that rates shall not be unfairly discriminatory. What does this mean? 
In 1948, former New York Superintendent of Insurance Robert E. 
Dineen stated that the All-Industry Bills differ from the Robinson- 
Patman Act in that price differences are required if there are cost 
differences, competition need not be affected before discrimination 
is unfair, and discrimination may not be justified by showing that 
it was used in a bona fide effort to meet an equally low price of a 
competitor.** On another occasion, Superintendent Dineen stated 
that intentional price discrimination has no place in insurance. 
Oranges should not, he said, be overpriced to make up for losses on 
the bananas; rates should be proportional to costs.** 

Robert Z. Alexander in an explanation of the Missouri Casualty 
Rating Law, which departs significantly from the All-Industry Bill 
in some respects, implied that insurance rates in that state would be 
required to reflect actual differences in exposures and hazards.** 
Wallace K. Downey, former California Insurance Commissioner, 
stated in 1947 that the real strength of the California law (which is 
often proposed as a model by the opponents of the All-Industry 
Bill **) is its absolute prohibition of unfair discrimination.*’ 


82C. A. Kulp, Casualty Insurance, Third Edition (New York: The Ronald 
Press Company, 1956), pp. 574-575. 

33 Robert E. Dineen, “State Regulation of National Rates.” Best's Insur- 
ance News, Fire and Casualty Edition, Vol. 49, No. 6 (October, 1948), p. 46. 

34 Robert E. Dineen, “Rate Regulation,” Best’s Insurance News, Fire and 
Casualty Edition, Vol. 48, No. 6 (October, 1947), p. 88. 

35 Robert Z. Alexander, “Missouri Casualty Rating Law,” Best’s Insurance 
News, Fire and Casualty Edition, Vol. 49, No. 7 (November, 1948), p. 48. 

36 Herbert C. Brook, “Public Interest and the Commissioners’ — All- 
Industry Laws,” Law and Contemporary Problems, Vol. 15, No. 4 (Autumn, 
1950), pp. 606-629. 

87 Wallace K. Downey, “The New California Rating Law,” Best’s Insur- 
ance News, Fire and Casualty Edition, Vol. 48, No. 9 (January, 1948), pp. 
28-29. 
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This testimony that insurance rates should be proportional to 
expected costs should not lull one into a belief that this viewpoint 
is universally accepted or that present regulation requires this rela- 
tionship. 

The late Clarence W. Hobbs observed in 1942 that anti-dis- 
crimination provisions might have to be amended to permit rate 
differentials to meet competition.** During the hectic years 1945 
through 1947 when the merits of the Commissioners’-All-Industry 
Model Bill were being debated vigorously, numerous counter pro- 
posals which would have permitted the use of discriminatory rates 
to meet competition received strong support.*® 

Certainly it cannot be claimed that insurance rates are univer- 
sally required to be proportional to costs. The Rhode Island Law 
specifically states that if the insurer shall “show to the satisfaction 
of the commissioner that the rate or premium was used in good 
faith to meet an equally low or lower net cost to the insured of a 
competitor, such showing shall be prima facie evidence that the 
rate or premium used is not unfairly discriminatory.” *° Several 
other states apparently give their commissioner this leeway although 
there is no specific reference to competition.’ In the remaining 
states, it is probable that some commissioners have not interpreted 
their law as literally as former Superintendent Dineen. This matter 
is worthy of further investigation if one is to understand how the 
states actually regulate insurance rates. 

Finally, not all lines of insurance are subject to strict rate regu- 
latory laws. Life insurance and accidental injury and sickness in- 
surance, for example, are subject only to anti-rebate and anti- 
discrimination statutes which apply almost entirely to discrimina- 
tion among insureds within the same class.** Marine insurance 


38 Clarence W. Hobbs, “State Regulation of Insurance Rates: Part II,” 
Proceedings of the Casualty Actuarial Society, Vol. XXVIII, Part II, No. 58 
(May 15, 1942), pp. 357-358. 

8° For example, the Rhode Island Plan and the Stone Plan. For an ex- 
cellent brief discussion of these proposals, see J. E. Hedges and Clyde V. Mc- 
Masters, “The Effects of Public Law Fifteen on the Local Insurance Agent,” 
Indiana Business Studies, No. 34 (January, 1952), pp. 26-35. 

For two opposing arguments, see Robert E. Dineen, “The A.I.C. Bills and 
the Alternatives,” Journai of American Insurance, Vol. 23, No. 11 (November, 
ee), pp. 27-32, and Edward C. Stone, “Rate Regulatory Legislation,” Best's 
Insurance News, Fire and Casualty Edition, Vol. 47, No. 8 (December, 1946), 

pp. 29-30, 64-70. 

4° Chapter 2089, Laws of 1948, Section 5e. 

“1 Thomas O. Carlson, “Rate Regulation and the Casualty Actuary,” Pro- 
ceedings of the Casualty Actuarial Society, Vol. XXXVIII, No. 69 (May 10-11, 
1951), pp. 15-16, 56-59, 61-63. 

42 C. W. Hobbs, op. cit., pp. 392-396. 

John Magee, op. cit., p. 706. 
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lines not subject to the strict rate regulatory law are subject only 
to anti-rebate laws and, sometimes, laws aimed at other forms of 
intra-class discrimination.** 

Thus, in insurance personal discrimination is almost, but not 
completely, outlawed. Group discrimination and product discrimi- 
nation are also probably illegal in most lines and in most jurisdic- 
dictions, but some states do by statute permit some exceptions even 
for the strictly regulated lines, and some commissioners probably 
permit some discrimination through their interpretation of the stat- 
utes. 

A more exact statement concerning the current attitude of state 
insurance regulators toward rate discrimination must await a more 
intensive investigation and analysis of state statutes and insurance 
department philosophies, but in closing it appears safe to say that 
the regulation of discrimination in the pricing of insurance is at 
least as strict in its avowed objective as that applying to any other 
major class of goods and services. Strict regulation of insurance 
rate discrimination is in keeping with the general philosophy of 
government regulation of business because first, the insurance busi- 
ness is “affected with a public interest” and, as a result, is supposed 
to meet higher standards than the non-public interest industries. 
Second, unlike the railroads and most public utilities, the insurance 
business has relatively low fixed costs,“ which means that the per- 
missible latitude in rating to meet competition or expand output 
should be very small even if these objectives are admissible. 

48 This section is based upon a quick perusal of the statutes. A much 
more thorough study will be made later. 

44On the other hand, it has been argued that insurers resemble public 
utilities in that unit costs decrease as the volume of business increases. Roy A. 
Hesse, “Discrimination and Graded Expenses,” Best's Insurance News, Fire 
and Casualty Edition, Vol. 45, No. 1 ( May, 1944), p. 30. 

Alsc the late Professor Zartman has claimed that personal discrimination 
is attractive to insurers because of the large fixed expenses. Lester W. Zartman, 
Editor. Revised by William H. Price. Yale Readings ix Insurance: Property 
Insurance (New Haven: Yale University Press, 1914), pp. 238-239. Pages 
225-240 of this volume deal with discrimination in fire insurance. 
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The stated objective of governmental regulation of fire insur- 
ance rates is to afford rates to the public that are not excessive, 
unfairly discriminatory, or inadequate.’ In attempting to keep rates 
from being excessive or inadequate, regulation is directed at the 
profits of the fire insurance business; for if a reasonable profit is 
earned, rates should be adequate but not excessive. This being 
true, it is important to determine just what comprises the profit that 
is properly the subject of regulation and how much profit the busi- 
ness of fire insurance should properly be allowed to earn. If evi- 
dence is needed that the composition of regulated profit and the 
amount of profit to be allowed are important determinations, it is 
found in the bitter controversies that have occurred relative to 
these determinations. This paper is directed toward a definition 
for regulatory purposes of the profit factor in terms of its com- 
position.” 


The Background 


The first definition of profit from the regulatory point of view, 
the Commissioners’ 1921 Standard Profit Formula, was developed 
by the National C-.vention of Insurance Commissioners to provide 
uniform guidance to the states in the regulation of fire insurance 
rates. The formula has been changed little since it was first de- 
vised. In its present form, it states, in effect: 


1. “Underwriting Profit (or Loss) is arrived at by deducting 
from earned premiums, all incurred losses and incurred ex- 
penses.” 

2. “No part of the so-called banking profit (or loss) should 
be considered in arriving at underwriting profit (or loss).” 


1 See, for example, Wisconsin Statutes, Section 203.32(1). 

* The principal consideration of this paper is the composition of the profit 
factor. Other items, such as the allowance for expenses, uniform accounting, 
calculation of loss ratios, and alternative bases with which profit might be 
compared in determining the percentage of profit for regulatory purposes, 
although they are all important as related to the profit factor, fall outside of 
the scope of this paper. 

(24) 
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3. “Five years is the minimum period over which a dependable 
experience can be established.” 

4. “A catastrophe is any loss in excess of a million dollars or 
ten percent of the annual fire insurance premium volume of 
the state in which the loss occurs, whichever figure is the 
greater.” 

5. “The first million dollars of any loss, or the part thereof up 
to but not in excess of ten per cent of the annual fire insur- 
ance premium volume of the state in which it occurs, which- 
ever is the greater, is chargeable to the State in which it 
originates, the balance being pro-rated to all the States (in- 
cluding the one in which it originates), in proportion to the 
premium income of each State.” 

6. A reasonable underwriting profit is “. . . six per cent of pre- 
mium rates consisting of five per cent for profit and one per 
cent for catastrophes.” 

7. “.. . rates should not be subject to revision unless actual 
profits exceed eight per cent or fall below four per cent.” ® 


The formula provides the fundamental definitions which enable 
the commissioners of the various states to apply the rate regulatory 
statutes with which they must deal. The statutes do not require the 
commissioners to abide by the profit formula, but for the main 
part it is followed. Similarly, these statutes do not prescribe the 
statistical or actuarial method to be used in determining whether 
or not existing rates satisfy the requirements of the statutes or in 
determining what rate adjustments are proper in order to make 
the rates satisfy these requirements. Almost every commissioner, 
however, uses the so-called “permissible loss ratio” technique. 

Rather simply stated, the permissible loss ratio technique con- 
siders each premium dollar to have three requisite parts. The first 
part is necessary for the payment of expenses of the insurance com- 
panies, the second to provide a profit to the companies, and the 
third to pay losses. Under the procedure followed, the probable 
percentages of the premium dollar that will be required for ex- 
penses and profits in a future period are determined, and the sum 
of these is subtracted from one hundred percent to find the per- 
centage of future premiums that should properly be devoted to 
the payment of losses. This last percentage is the permissible loss 
ratio. 

The rate adjustment factors are then found by comparing the 
actual loss ratio for each of the various classes of risks, developed 
from the aggregate experience of bureau companies, with the per- 


3 “Report of the Fire and Marine Committee,” Proceedings of the National 
Association of Insurance Commissioners (1949), pp. 455-464. Actual profits 
are expressed as a percentage of earned premiums. 
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missible loss ratio. Dividing the actual loss ratio by the permissible 
loss ratio produces the decimal ratio by which existing rates for 
a class must be multiplied to obtain the new rates. Subtracting the 
number “one” from the decimal ratio converts it into an indicated 
rate increase or decrease. Although a few states utilize a detailed 
credibility table, the great majority of states depend upon judgment 
in determining the degree to which the indicated increase or de- 
crease should be modified to reflect the amount of assurance to be 
placed in the experience data. 

In administering the rate regulatory laws of the various states, 
the commissioners utilize the permissible loss ratio technique along 
with the standard profit formula to regulate the underwriting profit 
of the fire insurance business. Points 1, 2, and 6 of the standard 
profit formula, as described previously, specifically exclude invest- 
ment income from that profit which is to be the subject of regula- 
tion. And so it is that the fire insurance companies are allowed to 
earn what they may on their investments without reflecting such 
earnings in their rates for insurance. 

There were those among the commissioners involved in the 
establishment of the standard profit formula in 1921 who thought 
investment returns should be considered in making rates. The 1924 
report of the New York State Insurance Department on an examina- 
tion of the National Board of Fire Underwriters indicates that the 
Commissioners apparently agreed to eliminate investment profit 
from considertaion in rate making in return for the National Board's 
agreement to a lower percentage conflagration allowance than it 
had originally desired.® 

Periodically, over the years, there have been arguments pro- 
pounded favoring the inclusion of investment income in the profit 
subject to regulation. Those holding this view have generally con- 
tended that the relationship of the policyholders to the unearned 
premium reserve is such that the policyholders should rightfully 
benefit from the investment earnings which result from the existence 
of that reserve. Some of these arguments have recognized a stock- 
holders’ equity in the reserve and that the policyholders should 
not be entitled to the benefit of earnings attributable to that part 
of the reserve. The basic argument has been, however, that owner- 


*Some states exclude mutual experience in determining the actual loss 
ratios. A few states include it sometimes and exclude it at other times. 

5“Report of Examinations, New York State Insurance Department,” as 
quoted in “Second Report of the Special Sub-committee of the Fire and 
Marine Committee, Re Underwriting Profit or Loss, and the Commissioners’ 
1921 Standard Profit Formula,” Proceedings of the National Association of 
Insurance Commissioners (1948), p. 79. The Sub-committee report is the 
well known “McCullough Report.” 
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ship of the asset equivalent of the unearned premium reserve does 
not vest in the stockholders of an insurance company, that policy- 
holders retain a substantial right in the reserve, and, therefore, that 
policyholders should have the advantage of such investment return 
as is associated with the reserve.® 

In opposition to this argument, the companies have made it 
clear that, from their point of view, the unearned premium reserve 
belongs to the stockholders; and, therefore, any earnings result- 
ing from the reserve belong to the stockholders. They argue that 
consideration of investment income for rate making purposes would 
constitute a confiscation of what rightfully belongs to the stock- 
holders of the insurance companies. And, they say, since policy- 
holders would not be willing to share in investment losses, they 
should not be entitled to share in investment earnings. They fur- 
ther contend that the investment and underwriting operations of 
a fire insurance company are distinctly separate, the investment re- 
turns therefore having nothing to do with rates for insurance. 

A more recent argument favoring inclusion of some part of in- 
vestment return within the regulated profit is that a certain portion 
of investment income of an insurance company could not have been 
earned except for the investment of additional funds brought into 
the company because it is engaged in underwriting activities. Hence, 
it is said, this portion of investment income actually results from 
underwriting activities and should be reflected in insurance rates. 
A formula was devised for regulating the profits of the fire insur- 
ance business as a return on equity capital, and the portion of in- 
vestment income attributable to underwriting activities was to be 
a part of the profit so regulated. The formula was regarded as im- 
practical by the industry, but the sub-committee of the National 
Association of Insurance Commissioners giving special attention to 
the matter was sufficiently impressed so that in its report in 1949 
it requested that the sub-committee be continued in order that it 
might appoint qualified actuaries to determine the extent to which 
investment income might be attributable to underwriting activities. 
The sub-committee was continued but allowed itself to be delayed 
in selecting the actuaries to make the desired study pending the 
completion of a survey the industry was making. Ultimately no 
actuarial study was made.® 

Although a number of other arguments have been proposed, 

®The unearned premium reserve is a liability of an insurance company 
and produces no income. The assets required to offset the reserve produce 
the income that concerns us here. 


™ McCullough Report, op. cit., pp. 74-157. 
8 Note that the arguments presented deal with only a limited proportion 
of total investment income. 
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the arguments related here are sufficient to indicate the general 
positions assumed by the opposing forces. The fire insurance busi- 
ness has prevailed in its position and the original declaration of the 
National Convention of Insurance Commissioners has continued 
to be the basic guide followed by most state insurance departments 
in their rate regulatory activities. 


The Argument 


An argument showing that the current system of rate regula- 
tion is in error in failing to require that investment income be re- 
flected in rates is hereby submitted. None of the previous argu- 
ments on this side has explored the fundamentals of rate regulation 
in determining what is to be regulated. Recognizing that the ob- 
jective of rate regulation today is to provide adequate, not unfairly 
discriminatory, and non-excessive rates, one must, to fully appre- 
ciate the purpose of rate regulation, investigate the circumstances 
which made rate regulation necessary. 

Looking back, one finds that the first modern fire insurance com- 
pany could charge whatever rate the traffic would bear. With the 
entry of another company into the business, however, competition 
became the controller of rates; and the first company found it neces- 
sary to reduce rates almost immediately. Competition was an ex- 
tremely effective regulator of rates; it was, in fact, too effective. 
Under competition rates proved to be inadequate, and this led to 
disastrous financial consequences. The companies, recognizing this, 
began attempts to organize combinations for rate making and rate 
maintenance purposes as early as 1826. But such combinations had 
extremely limited success until late in the nineteenth century, and 
by that time the public had begun to develop an antipathy toward 
business combinations. The legislatures of the various states had 
begun to enact anti-trust and anti-compact laws which forbade these 
combinations generally or for insurance companies specifically. 
These laws were designed to force rate competition on the fire in- 
surance companies, but they were not entirely successful in doing 
so. Competition, however, finally proved to be a poor regulator 
of fire insurance prices, even in the view of the legislatures; and by 
1910 some legislatures began to realize that concerted action by the 
companies in making and maintaining rates would be generally 
beneficial to all. 

As a result, laws began to appear which allowed the fire insur- 
ance companies to act in concert in the matter of rates. The state 
legislatures realized that such an allowance was a grant of a sub- 
stantial degree of monopoly power and hence must be subjected to 
some type of control. The control created took the form of rate regu- 
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latory laws.® In 1914 four of the members of a National Conven- 
tion of Insurance Commissioners’ committee studying the problem 
of fire rate regulation explained it this way: “It is now recognized 
.. . that it is necessary for companies to co-operate in making the 
rates, and that this leads in most cases to the charging of a com- 
mon rate. This makes possible a legalized monopoly, and tends to 
an overcharge or exaction of undue profits. It follows that where 
competition has so failed or ceased there must be regulation.” '° 

In distilled form the historical sequence of events in fire insur- 
ance rating reduces to this: 1) rate making under the competitive 
system produced results that were seriously injurious to the industry 
and to the public; 2) the unwanted results of the competitive system 
were to a large extent destroyed by allowing rating in concert; and 
3) rate regulation was imposed to eliminate any monopolistic evils 
that might be born out of the monopoly power attendant to con- 
certed rate making. A grant of monopoly power, if uncontrolled, 
would produce bad results along with the good. Thus, rate regula- 
tion was aimed at the possible bad results; and the elimination of 
monopolistic evils becomes a basic purpose of such regulation. With 
this in mind, it is possible to fit investment income into its appro- 
priate niche in the regulatory scheme. 

During the long period in which competition was the controller 
of rates, the companies reflected every aspect of potential profit in 
the making of their rates. The income from investments was not 
segregated and ignored in the establishment of rates to apply to a 
future period. Competition was the regulator of total profits. Stock- 
holders in fire insurance companies were concerned with receiving 
a satisfactory total protit from their investments in the insurance 
business. It is reasonable to believe that such stockholders would 
have found some level of return on their investment in the insurance 
business acceptable over the years without expressing concern as to 


"In the original enactment of rate regulatory laws the legislatures of a 
few states were principally concerned with the unfair discrimination problem. 
It was not long, however, until they came to grips with the monopoly prob- 
lem. In New York, or example, the joint legislative committee known as the 
Lockwood Committee reported in 1922: “It is only in very recent years that 
other States have undertaken to permit insurance companies to cooperate in 
making rates and have required the filing of the rates so made and have sub- 
jected these rates to the supervision of the public authorities to prevent exac- 
tion of unreasonable or excessive rates. The laws of New York contain no pro- 
vision whatever for supervision by any public official over the rates charged in 
any line of insurances; there is no protection to the public against unreason- 
able rates as in other States.” The recommendations of the Committee led to 
the enactment of legislation giving the Superintendent of Insurance authority 
to deal with excessiveness and inadequacy of rates. See Leg. Doc. (1922) No. 
40, State of New York. 

10 Proceedings of the National Convention of Insurance Commissioners, 
Adjourned Meeting (1914), p. 24. 
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whether such return resulted from underwriting or financial ac- 
tivities of the companies. 

The creation of a new channel through which investment in- 
come could be directed without being reflected in rates for fire 
insurance was one of the evils that did result from the monopolistic 
power granted the companies in allowing co-operative rate mak- 
ing. Investment income became a separate profit not to be con- 
sidered in rate making only because the companies were permitted 
to make rates in concert. For rate making purposes today, invest- 
ment profit is pried away from other profit only by the exertion of 
a strength dependent upon a monopolistic position. The legislative 
design was to destroy the evils of monopoly by regulating rates and 
the concerted rate making process. Investment income is, there- 
fore, a part of the profit that is properly a subject for regulation 
and should be considered along with underwriting profit in deter- 
mining whether rates are either excessive or inadequate. Invest- 
ment income, as here intended, is not restricted to such income as 
may be attributed in some way to the unearned premium reserve. 

But what may be logical in theory may be inapplicable in prac- 
tice either because it is physically or economically impossible to 
accomplish a task that is theoretically justified, or because the ac- 
complishment in itself would produce undesirable practical results. 
The business of fire insurance has a great deal more faith in judg- 
ment than it has in actuarial science and is apt to regard any project 
that might require the services of an actuary as quite impossible. 
This lack of faith in mathematics is well evidenced by the failure 
of the business to evolve any mathematically supported tables of 
credibility to guide the application of experience in the periodic 
adjustment of rates. The casualty actuaries have recently become 
interested in the fire field, and the following paragraph relating to 
credibility appears in the Casualty Actuarial Society Proceedings 
for 1954: “It is probably safe to say that there is no such thing as a 
formal mathematical theory of fire credibilities. Even the literature 
on this subject is scanty—an understandable neglect in view of the 
familiar adequacies of fire rates in the past.” ™ 

An equitable procedure for reflecting investment income in fire 
rates can be devised by the application of actuarial talent to the 
problem. Neither the cost of developing nor the cost of adminis- 
tering such a procedure should be prohibitive. 

The consequences of including investment income in the regu- 
lated profit factor would by no means be disastrous. The invest- 
ment income to be given consideration should necessarily exclude 
capital gains or losses, realized or unrealized, to prevent extreme 

1 Robert L. Hurley, “A Credibility Framework for Gauging Fire Classifi- 
cation Experience,” Proceedings of the Casualty Actuarial Society (1954), 
p. 162. 
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fluctuations in rates for insurance. But the reflection of other in- 
vestment income in regulated profits, although it would produce 
some realignments of objectives within the fire insurance industry, 
would not cause any disadvantages sufficiently serious to constitute 
more than a slight offset to the advantage of properly carrying out 
the objectives of regulation. Somewhat like a man with a new pair 
of eye glasses, the industry would, for a short period, feel quite un- 
natural, but it would soon become adjusted and accustomed to its 
new status.'? 

The state regulatory statutes of today do not specifically require 
consideration of investment income in determining the excessiveness 
or inadequacy of fire insurance rates, but they do not specifically 
forbid it. As approved by the Commissioners, the so-called All 
Industry-Commissioners’ Rate Regulatory Bill * applicable to fire 
insurance contained a provision requiring that, in the making of 
rates, “. .. due consideration shall be given . . . to a reasonable mar- 
gin for profit,” but the word “underwriting” was inserted before 
the word “profit” in the version preferred by the All Industry Com- 
mittee. Most states used the “underwriting profit” wording in the 
laws they enacted. 

In those states whose laws prescribe that consideration shall be 
given to “profit,” it would appear that the commissioners can, if they 
desire, include investment income in the regulated profit factor. 
The industry has taken the position that, in those states requiring 
consideration of “underwriting profit,” the commissioners are pre- 
cluded from consideration of investment income in determining 
whether rates are excessive or inadequate. These same laws also 
require, however, that due consideration be given to “. . . all other 
relevant factors within and outside this state.” Investment income 
may well be one of the “other relevant factors,” hence, even those 
statutes requiring consideration of underwriting profit may allow 
the commissioners to bring investment income into the regulated 
profit factor. 


Conclusions 


Fire insurance rate regulation today, to a great extent, is ad- 
ministered by regulation of the profits of the fire insurance business. 
The regulatory authorities rely upon a profit formula approved by 
the National Convention of Insurance Commissioners in 1921 to 


124 number of problems will be suggested in this area, but they are not 
insoluble. One such problem, for example, involves a possible reduction of 
surplus resulting from withdrawal of funds. But safety can be retained by 
proper minimum surplus requirements. With a reasonable total profit provided 
for in the rates, a fuller utilization of underwriting capacity would result from 
the reflection of investment income in rates rather than a withdrawal of funds. 

18 The All Industry-Commissioners’ Rate Regulatory Bills provided the 
model for the rate regulatory laws enacted by most states. 
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define the profit that is subject to regulation. That formula excludes 
investment income from regulated profit, and this results in fire in- 
surance rates that do not reflect the investment earnings of the fire 
insurance business. 

Previous arguments as to whether investment income should or 
should not be considered in rate making have been based, for the 
main part, upon either ownership of invested funds or the relation- 
ship of limited portions of investment income to the underwriting 
function. The questions of ownership of funds and cause of income 
have, however, little if any relationship to the question of what is 
properly to be included in the regulated profit factor. To discover 
what is to be regulated one must consider why there is regulation. 
The purpose of regulation determines the subject of regulation. 

Fire insurance rates are regulated because a co-operative rate 
making system was substituted for a competitive system. Compe- 
tition regulated total profits of the fire insurance business. Competi- 
tion was discarded because some of its results were undesirable, 
but it was not the regulation of total profits that was undesirable. 
The monopolistic position assumed by the fire insurance companies 
under the grant of permission to make rates in concert required 
regulation to curb the unwanted results of monopoly. Monopoly 
shook loose investment profit from underwriting profit. This was 
one of the undesirable results of the limited degree of monopoly 
power granted to the companies—a result that rate regulation was 
intended to eliminate. 

Investment income should be considered along with underwrit- 
ing profit in the making and regulation of fire insurance rates. Al- 
though the change involved in making such consideration is not 
without its associated problems, it is entirely possible and practical. 
To be practical, however, it might well be necessary to eliminate 
capital gains and losses from consideration. 

The current statutes of some states appear to allow consideration 
of investment income in fire rate regulation. Under the statutes of 
other states there is some question as to whether such consideration 
can be given. Investment income should be considered in all of the 
states in the regulation of fire rates co-operatively made. If a statute 
permits such consideration now, it should be given. If a statute is 
questionable on this point, a determination of the intent of statute 
should be made. If the determination shows that the statute ex- 
cludes investment income from regulatory consideration, the statute 
should be reviewed." 


44 Noting the importance of concerted rate making with relation to the 
South Eastern Underwriters Association case and Public Law 15, one might 
well wonder as to whether state regulation which allows investment income to 
escape consideration in rate making actually qualifies as regulation under 
Public Law 15. 
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With important readjustments currently being made within the 
business of property-liability insurance as a result of the adop- 
tion of the multiple line basis for underwriting, this is an appropri- 
ate time for the commissioners and the states to re-evaluate their 
regulatory positions and obligations. 








MARKETING CONSUMER CREDIT 
INSURANCE 


DantEL P. Kepzire 
Continental Casualty Company 


During the post-war years record gains in new business have 
been registered by the entire life insurance industry. Despite the 
tremendous increases in group and ordinary sales, a virtual “un- 
known” to the industry, consumer credit life insurance, has become 
the leader in relative growth with an increase of some 4000 per 
cent from 1945 to 1955. With $14,750,000 in force at the end of 
1955, consumer credit life insurance covered approximately 41 per 
cent of all consumer credit outstanding. Claims of $53,000,000 were 
realized during 1955 by insureds who acquired this coverage in con- 
junction with credit purchases. Consumer credit disability prem- 
iums were estimated at $40,000,000 at the close of 1955. Because 
of the spectacular gains and diversity of problems which have 
accompanied this growth, increasing attention has recently been 
paid to all aspects of this coverage by legislatures, regulatory 
officials, trade organizations, students, and representatives of the 
insurance and finance industries. The purpose of this paper is to 
discuss but one facet of this fascinating subject, namely, the man- 
ner in which it is marketed and a few attendant problems. 

A definition of the subject is in order because of the similarity 
in nomenclature of consumer credit insurance with another cov- 
erage providing a guarantee to insureds against the depletion of 
accounts receivable through the inability of debtors to meet their 
obligations. The use of the adjective “consumer” in describing the 
subject of this paper suggests an insurance coverage provided to 
those cash borrowers contemplating consumer purchases or credit 
purchasers at the retail level. A few examples of consumers who 
might utilize consumer credit insurance protection are: a pur- 
chaser of a new automobile who finances a major portion of it on 
an installment basis under a conditional sales contract; a credit 
union member who borrows to pay his taxes; a bank or finance 
company borrower who wants cash to purchase a major appliance. 

The definition used here will be that adopted by the National 
Association of Insurance Commissioners and contained in the 
new “Credit Life and Accident and Health Exhibit,” a supplement 
to the Annual Statement filed with state insurance departments for 


the first time in 1956. 


(34) 
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“Credit life insurance is defined as that form of insurance under 
which the life of the borrower of money or purchaser of goods 
is insured in connection with a specific loan or credit transaction. 


“Credit accident and health insurance is that form of insurance 
under which a borrower of money or purchaser of goods is 
indemnified in connection with a specific loan or credit trans- 
action against loss of time resulting from accident and sickness. 


“This definition shall not include life insurance or accident and 
health insurance sold on an individual contract basis in connec- 
tion with real estate loans of more than 36 months duration.” 


It will be noted that this definition confines the coverage to life and 
accident and health policies issued in connection with relatively 
short term loans to the exclusion of those covering longer terms, 
such as mortgage redemption plans. 

Consumer credit insurance has been utilized by many types of 
financial institutions including banks, both commercial and indus- 
trial, consumer and sales finance companies, credit unions, depart- 
ment stores, and other retail outlets, with most insurers providing 
custom-tailored plans to fit the individual lender’s needs. Because 
of the innumerable variations in plans which may thus be intro- 
duced, this discussion must of necessity be confined to general 
practices. 

Consumer credit insurance is sold without physical examination 
at the same rate to borrowers of either sex between the ages of 
18 and 65. It is available on a group or individual basis, the latter 
commonly referred to as the ordinary method. In general, the 
bulk of the consumer credit life insurance of the group variety is 
marketed by several large, old line, mutual life insurance com- 
panies whose consumer credit life sales, although substantial in 
dollar amount, are a relatively small part of their total life and 
accident and health insurance premium :ncome. Most of the ordi- 
nary insurance is sold by the smaller stock life and accident and 
health insurers, sometimes called “specialty companies” among 
which are many whose sole or principal coverage is consumer credit 
life and accident and health insurance written on the ordinary 
insurance basis. It should be noted that although the large mutual 
life insurance companies mentioned do not write consumer credit 
life insurance on the ordinary basis, several of the stock life and 
accident and health companies writing ordinary business do have a 
relatively large and growing volume of group consumer credit 
life insurance in force. Thus it appears that although all companies 
engaged in the sale of this insurance recognize and agree upon the 
feasibility of administering such coverage on the group basis, the 
large, old line, predominantly mutual companies do not uphold 
the ordinary method and philosophy of doing business. The latter 








36 The Journal of Insurance 





group's principal objection stems from the amount and method of 
compensating lenders to be discussed presently. 

Consumer credit accident and health insurance paying monthly 
installments to the creditor on behalf of the insured while disabled 
is written generally, though not exclusively, on the ordinary insur- 
ance basis. Group coverage appears to be increasing in volume as 
more states provide permissive legislation. In any event, although 
more companies offer consumer credit accident and health than 
do not, the large old line life and disability insurers do not gen- 
erally make such coverage available. 

In conducting insurance operations on a group basis, the lend- 
ing institution becomes a master policyholder and beneficiary under 
a one year renewable term policy with insured borrowers receiving 
certificates of insurance. Such contracts require 75 to 100 per cent 
participation and a minimum of 100 new insured debtors annually. 
As for all group rates, those for consumer credit insurance are lower 
than the ordinary or individual policies. Seventy-five cents per 
month per $100 on the outstanding credit balance is a common rate 
charged. This amounts to approximately 48.75¢ per $100 of loan 
payable in 12 monthly installments. Premiums are paid by the 
lender, although they are generally passed on to the borrower in 
whole or in part. 

Individual policies are sold to the borrower on an optional basis. 
Coverage is available under a decreasing or level term policy, the 
rate on the former usually being $1 per $100 per year on the 
initial amount of indebtedness, and the latter rate is $2 for an equal 
amount and length of time. Here the premium is always paid by 
the borrower along with his loan charges. As beneficiary, the lend- 
ing institution receives the policy proceeds and credits the in- 
sured’s account in the event of the death or disability of the bor- 
rower. Under this system, the insurer enters into an agency agree- 
ment with the lender rather than negotiating a master policy as 
under the group plan. As agent, the lender is thus in a position to 
receive commissions. Who receives commissions and the size of 
such compensation has become a question of major importance. 


Marketing on the Group Basis 


Agency System 

The vendors of consumer credit life insurance written on the 
group basis have generally utilized existing agency channels. Con- 
sidered a subdivision of group life insurance, a similarity in market- 
ing exists between regular group life and group consumer credit 
life insurance. Agents and brokers working on a commission basis 
are assisted by a salaried home office representative variously titled 
“group representative” or “fieldman.” Use is made of the local 
agent's contacts and it is not uncommon for such an agent to find 
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prospects among those of his clients to whom he has sold insurance 
for personal or other business needs. For the most part, however, 
mere personal contact with such clients is not enough to result in a 
sale because of the specialized nature of consumer credit insurance 
and its varying applicability to a given lender’s needs. The fieldman 
who is a specialist in consumer credit insurance and allied pians is 
called in to render technical assistance to the local agent. Except 
for large metropolitan brokerage firms, few local agents would 
have sufficient need to acquaint themselves with the details of this 
coverage and its many applications. The fieldman as a home office 
specialist is continually working with this coverage and the problem 
of the lender, thus being thoroughly familiar with them. 


Compensation of Agents 

Salaries are paid to the fieldman, with a few companies paying a 
year end bonus. Commissions paid to local agents and brokers as 
producers are based upon the graded commission scale commonly 
used to compensate agents selling regular group life insurance. 
This scale has been so constructed as to adequately compensate the 
agent while still retaining acquisition costs at a reasonable level. 
Table I relates typical commissions paid to such producers. 


TABLE I 


AGENTS’ AND Brokers’ COMMISSION SCHEDULE FOR 
Group ConsuMER Crepir Lire INSURANCE 


Renewal Commission 
First Year Commission for Nine Years 

Annual Premium Per Cent Per Cent 
First $1,000 20 5 
From $1,000 to $5,000 20 3 
From $5,000 to $10,000 15 1.5 
From $10,000 to $20,000 12.5 1.5 
From $20,000 to $30,000 10 1.5 
From $30,000 to. $50,000 5 15 
From $50,000 to $100,000 2.5 1 
From $100,000 to $200,000 1 5 

Over $200,000 5 a 


Companies operating under the group plan are quick to empha- 
size that no other commissions are pad to their regular producing 
agents and brokers, and under no circumstances are they paid to 
the lender. One of the largest writers in the field insists that com- 
missions wou!d not be paid to any official of a lending institution 
by his company even if the official were legally entitled to receive 
them. It appears that the insurers offering consumer credit life 
insurance solely on the group basis are making a sincere effort to 
pay commissions only to those persons directly responsible for the 
acquisition of such accounts. 
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Marketing on the Ordinary Basis 


Agency System 

The foregoing may be contrasted with the practices of the 
group of companies exclusively devoted to, or principally empha- 
sizing, the sale of ordinary consumer credit insurance, i.e., the 
specialty companies. Their employment of salaried representatives 
is generally, though not exclusively, utilized to secure the agency 
agreement between the lender and insurer. One of the largest 
companies in this group retains salaried sales representatives 
schooled primarily in the operation of consumer credit insurance. 
Only occasionally is business accepted from a few selected general 
agencies. It is the belief of this company and others like it that the 
American agency system is not generally capable of procuring such 
business because of the intricacies of this coverage and its varying 
applicability to different lending operations. This results in the 
need for a specialist. An official of this company expressed the be- 
lief that his company’s method of acquisition, i.e., the salaried sales 
representative, was more efficient since it embodied the functions 
of acquisition and technical knowledge into one individual. 

It should be emphasized that the legal relationship between 
the lender and insurer is different between the group and ordinary 
methods of insuring. Under the group plan, the lender becomes the 
master policyholder. All such contracts provide for a “premium 
refund” by the stock companies or “dividend” by the mutuals. The 
amount of this return is based upon a retrospective calculation 
which considers the expenses and contingencies which the insurer 
allocates to each lender, as well as the major component of this 
return premium, the mortality experience of the group. Where the 
entire cost of the insurance is paid by the lender at no extra cost 
to the borrower, the fact that the creditor receives an experience 
refund makes little or no difference to the individual borrower; and 
the lender should then be entitled to any refunds made. Consider, 
however, the case where the borrower pays the entire cost of the 
coverage. Since the master policy provides for the payment of 
such refunds to the lender, either in the form of cash or as a reduc- 
tion in premiums at the lender’s option, it appears that the lender 
then may retain for himself the fruits of favorable mortality ex- 
perience. To the extent that such refunds are in excess of the lend- 
er’s costs of administering such a program, they are in effect, an 
additional source of profit and are similar to the commissions paid 
lenders under the ordinary method of insuring. 

Under ordinary consumer credit insurance the lender becomes 
an agent and receives commissions. The majority of states allow 
them to act in this capacity. In those jurisdictions which specifically 
prohibit the receipt of commissions, various means are employed 























Marketing Consumer Credit Insurance 39 


to nullify the effect of such laws. A lender may, for example, 
establish an insurance agency as a separate and wholly owned busi- 
ness entity. Since there will then be an interest in both lending 
and agency operations, any profits which accrue to either will also 
accrue to the lender. Another subterfuge is to use an employee who 
works “free,” his income actually consisting of commissions paid 
on the sale of insurance. Another may receive a small salary in 
addition to the payment of commissions. Also, instances have been 
noted where the lender creates or buys control of a credit insur- 
ance company so that the profits of both lending and insuring opera- 
tions are received. 


Compensation Rates 


Rates of compensation to lender-agents of ordinary consumer 
credit life and accident and health insurance are substantial, generally 
ranging from 40 to 55 per cent of each premium dollar. In at least 
one instance, 85 per cent was being paid. Commissions of such 
size are difficult to justify by all parties concerned. The problem of 
high commissions is recognized by many people associated with 
consumer credit insurance administration, but it appears that the 
companies are fearful of diminishing commissions at the expense 
of losing a competitive tool and business as well. Since maximum 
rates and commissions are not generally controlled by legislation, 
it appears that there is nothing to prevent an insurance company 
from offering successively higher commissions than those of its 
competitors to increase volume. Obviously, if such were the tend- 
ency, it would work to the detriment of the insured since the im- 
pact of such increases would almost certainly be borne by the 
insured debtor. 


Opposition to Lender Compensation 


As might be expected, associations of insurance agents have 
voiced strong protests against the licensing and compensating of 
lenders. Their objections are several. Since the lender-made-agent 
is primarily in the business of lending money and only incidentally 
engaged in the sale of consumer credit insurance, the agent's 
groups contend that the assureds suffer from lack of agent’s services 
and professional experience. It must be remembered in consid- 
ering this argument, however, that in the case of consumer credit 
life insurance the amount of servicing is limited since a claim is 
paid but once, if at all, for an individual debtor. Also, the type of 
insurance protection received from such coverage is temporary in 
nature and contributes little, if anything, to a person’s permanent 
insurance program. The criticism is more justified in the case of 
disability insurance where the contract is more elaborate and sub- 
ject to experienced interpretation. The amount of servicing neces- 
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sary for this line is considerably greater than in life insurance since 
claims may continue for a lengthy period of time. 

The Credit Insurance Sub-committee of the National Associa- 
tion of Life Underwriters submitted its report to the parent body 
on September 25, 1956. In this the Association reiterated its stand 
in favor of legislation which would “prohibit not only the receipt 
of commissions and other compensation by creditors and their 
representatives but also the receipt and retention of dividends, 
premium adjustments, or other returns of premiums by such credi- 
tors for their own economic benefit.” 

It is apparent that the Association recognizes that compensation 
may take a form other than just direct commissions to lenders and 
would, therefore, include “premium refunds” and “dividends.” It 
is interesting to note that despite the opposition to the payment 
of remuneration to the creditors providing this coverage, there has 
been no opposition to the consumer credit insurance principle. On 
the contrary, the idea of consumer credit insurance has been ac- 
cepted by all groups which have publically offered their views 
on the subject. Indeed, it appears that the opposition of the NALU 
_ to compensation in any form being paid to the lender is the minor- 
ity view. It was previously stated that most states legally recognize 
the payments of compensation to lenders providing consumer 
credit insurance protection. The National Association of Insur- 
ance Commissioners has tacitly recognized such payménts by pro- 
posing no prohibitive model legislation. The life insurance industry 
itself, represented by two large and important trade organizations, 
the American Life Convention and the Life Insurance Association 
of America, in a joint statement to the NAIC in December, 1955, 
recognized the payment of compensation to lenders under this 
form of coverage. This latter proposal, however, also included a 
recommendation to limit the maximum compensation paid to 
lenders, regardless of the form it assumes, to 40 cents per annum 
per $100 of initial indebtedness on consumer credit life, and 60 
cents per annum per $100 on consumer credit disability insurance, 
the latter with a 14 day retroactive elimination period. 

A study completed in 1956 by Driscoll, Millet & Company, 
analysts in bank management for the Beneficial Management Com- 
pany, a leader in the small loan field, revealed that it cost this group 
of lenders approximately 37 cents to handle each $100 of consumer 
credit life insurance per year. It was noted that commissions on 
ordinary consumer credit life insurance ranged from 40 to 55 per 
cent of total premiums. A study recently completed by the author 
covering 61 per cent of the consumer credit life insurance in force 
on the ordinary basis indicated that in 1955 commissions averaged 
50.4 per cent and 46.6 per cent for level and decreasing term in- 
surance, respectively. In light of the joint ALC-LIAA proposal to 
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limit commissions to 40 cents per $100 of insurance and the study 
conducted for the Beneficial Management Corporation indicating 
an average cost of handling of 37 cents per $100 of coverage, it is 
not illogical to suggest that commissions on ordinary consumer 
credit life insurance currently are excessive. Assuming a reduction 
in commissions can be effected, the result should be a decrease in 
the traditional rate of $1 per $100 per year on the initial indebted- 
ness. That such reductions be effected soon is in the public in- 
terest. 


Future Trends 


It is evident that the greatest influence on the future sales of 
consumer credit insurance has been, and will continue to be, the 
level of consumer credit. It is equally evident that the present sys- 
tem of purchasing goods on time and particularly on the install- 
ment basis will continue as part of the American way of living. 
At the present time the majority of students of finance believe the 
composition of consumer credit to be sound and foresee continued 
growth in this area. Consumer credit insurance executives readily 
admit that their indsutry’s growth has resulted almost directly 
from the credit buying habits of the American public. Most of 
these executives would agree that if consumer debt suddenly de- 
clined, their business would probably follow, but not necessarily 
at the same rate. The principal reason for this view is the in- 
dustry’s continued success in discovering new applications of the 
consumer credit insurance mechanism. Originally conceived in 
terms of insurance on the life of an unsecured cash borrower from 
an industrial bank, the concept has developed into a provision for 
both death and disability coverages to debtors involved in both 
cash and merchandise transactions covering a variety of lending 
institutions. A recent example of new consumer credit insurance 
development is the insuring of so-called “revolving credit accounts,” 
the latest offering of several large department stores. 

A few progressive insurers have recently begun an extensive 
program of market research in an attempt to develop new sales 
areas. In many instances these programs are conducted on an ex- 
perimental basis, sometimes at a loss, before they actually become 
self-supporting. Such research is significant in two major respects. 
First, it is evidence that the principles of market research, so com- 
mon in other fields of insurance and business, have pervaded the 
consumer credit insurance industry. The results of such programs 
have usually added not only to the quality of the service afforded 
the public, but also to the stability of insurance companies as well. 
Second, these programs are significant evidence that the consumer 
credit insurance industry is not just a “fly by night” operation as 
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some of its critics intimate. Indeed, such programs indicate the 
industry's foresightedness and concern over the future. 

In summary, consumer credit insurance appears to contain 
within itself the necessary factors for sound growth. Industry ex- 
ecutives are convinced that the outlook for the American economy 
as a whole is promising and envisage continued growth of con- 
sumer credit insurance within the expanding economy. Made five 
years ago by an industry executive, the statement that “The future 
in this field is virtually unlimited,” is reflective of the attitude of 
the entire consumer credit insurance industry today. When care- 
fully considered, this optimism does not appear unwarranted. All 
indications point to an increasingly security-minded populace 
which accepts the existing system of time purchasing and the con- 
sumer credit insurance mechanism as an important and valuable 
adjunct. 
































THE TRILLION DOLLAR QUESTION 
James RoLanp McPHERSON 
Boston College 


The prospect of a new market of a trillion dollars worth of re- 
ducing term life insurance is visualized in a recent report. The 
study deals with Senate Bill No. 645, a piece of legislation submitted 
to the Massachusetts legislature which would authorize banks and 
other institutions to purchase life insurance on a group basis on 
the lives of debtors. Special attention is given in the report to the 
controversial provision applying this authorization to the lives of 
debtors obtaining real estate loans secured by mortgages which are 
paid off on an installment basis. 

Opinion is divided about the advisability of the provisions of 
the legislation which would enable creditors to purchase group 
creditors’ life insurance for those debtors who have loans of not 
less than 10 years’ duration and not more than $20,000 of insurability 
which are secured by a mortgage on property. Below are sum- 
marized the principal arguments advanced by proponents and oppo- 
nents. This summary is based on opinions of the parties at interest 
as indicated in correspondence and interviews with the author. To 
maintain impartiality, the points at issue are expressed as questions 
rather than positively. 


1. Why Should Group Creditors’ Life Insurance Be Considered 
for Debtors with Mortgaged Homes? 


Proponents: Society should enable the debt to die with the 
debtor. A home is important and necessary to develop a feeling of 
security and to create a healthy environment for the raising of 
children. Society cannot afford to run the risk of having a widow, 
who is suddenly faced with the death of her husband, assume the 
costs of raising her children alone and the necessity of repaying a 
large loan secured by a mortgage on her home. 

Opponents: Individuals can now purchase insurance to protect 
against such a development. Ample opportunity now exists for 
assumption of responsibility by the purchase of individual life in- 

1 James R. McPherson, Insurance on Lives of Borrowers from Banks, 
Legislative Research Council, Commonwealth of Massachusetts, 1957. This 


current article, with minor changes, constituted one section of the monograph 
prepared for the Legislative Research Bureau. 
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surance policies, and there is no need for instituting a broad new 
program. 


2. Does Death of Principal Wage-Earner Result in Foreclosure? 


Proponents: The death of the husband causes hardship to the 
widow and other survivors. The need for group life protection to 
have the mortgaged debt die with the debtor is dramatically illus- 
trated by threats of foreclosure or actual foreclsure of the widow's 
mortgage. Even if the breadwinner leaves enough money to pay 
off the mortgage, the family still needs more money to provide for 
living expenses, education, and other needs. 

Banks have the property as security for the loan on real estate. 
Yet, the average head of a household does not carry enough life 
insurance protection to provide for his family regardless of whether 
or not he leaves a home free of a mortgaged debt. 

Opponents: The death of the breadwinner does not result in 
foreclosure. The largest savings bank in New England, the Boston 
Five Cents Savings Bank, had only two foreclosures in 1955. In 
any event, death of the breadwinner has seldom been a cause for 
foreclosure in recent years; instead, disabilities due to accident or 
sickness, which are not here under discussion, probably account for 
more than one-half of all foreclosures. 

As to the large numbers of borrowers who are veterans, their 
mortagage-loans have been so reduced by amortization payments as 
to make the risk of bank losses negligible. Moreover, veterans’ mort- 
gage loans are guaranteed by the federal government for one-half 
of the loan, up to $7,500. 


3. What is the Status of Home Buyers’ Insurance Programs at 
Present? 


Proponents: The vast majority of persons buying homes do not 
have sufficient life insurance to cover their mortgage. The average 
size ordinary life insurance policy in the United States was only 
$2,720 in 1955. The figure for group life was $3,200; for industrial 
life, $350; and for credit life, $530. Life insurance premiums now 
amount to 3.8 per cent of total disposable personal income; whereas 
they were 7.2 per cent in 1932, and 3.6 per cent in 1947. 

Group creditors’ insurance provides a practical solution at low 
cost for under-insured mortgagors. Such low cost group insurance 
would be considered by most homeowners as extra protection and 
not as a replacement for other individual coverage. 

Opponents: Individual policies are available at low cost for 
debtors and others—for example, at 50 cents per month per $1,000. 
Home buyers constitute a{ major source of prospects for the sale 
of insurance by individual life insurance agents. While the term 
“mortgage redemption” insurance has been adopted as a descrip- 
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tive phrase for the purpose to which life insurance is put, any form 
of life insurance can be used by the individual to cover the mort- 
gage. 
Life agents today provide decreasing term policies on an indi- 
vidual basis for persons up to age 42 at less than the entry rate of 
75 cents per month per $1,000 for group creditors’ insurance. At 
age 30 the premium on an individual policy is approximately 50 
cents per month per $1,000 of 20-year reducing term life insur- 
ance. 


4. Specifically, What Should a Debtor Expect His Insurance to 
Cost? 


Proponents: Two case histories illustrate a cost of 25 cents per 
nonth per $1,000. The competition and imaginative merchandising 
of our life insurance agents and companies can be relied upon to 
make the cost of group insurance attractive to mortgagors. For ex- 
ample, the largest life insurance company in the country provides 
a policy in New York for which the mortgagor pays 25 cents per 
month per $1,000 of group insurance. The bank subsidizes another 
35 cents (total of 60 cent premium) in anticipation of a dividend 
reimbursing the bank for the initial advance. 

Similarly, a Massachusetts life insurance company provides a 
policy with a 30 cents per month per $1,000 rate for New Hampshire 
mortgagors, with the bank making up the 30 cent balance until 
dividend reimbursements equal the bank's contribution and costs. 

Both plans are working out satisfactorily. 

Opponents: Experience is too limited to be significant. The life 
agents are doing :in adequate, imaginative job of selling on an indi- 
vidual basis at present. 

The experience of the two cases cited above with rates of 25 or 
30 cents—or 28 cents as reported from Oregon—is too limited to 
be meaningful as yet. Further experience may very well develop 
results which will prove that such low rates are totally inadequate. 


5. Why Group Insurance? Isn't Mortgage Redemption Insur- 
ance Widely Sold Now? 


Proponents: The low cost of group creditors’ insurance fills a 
pressing need. Most mortgagors cannot afford to buy adequate in- 
surance to cover their mortgage. More of them could do so with low 
cost group insurance which reduces selling expense by taking ad- 
vantage of a lower commission scale. Administrative expenses are 
pared by simplified records and collections under a group policy. 
Moreover, the customary elimination of an expensive physical ex- 
amination reduces expense. Proper underwritng safeguards are 
nevertheless maintained by simply having the insured gainfully em- 
ployed and below a specified age, thus providing sound and ade- 








46 The Journal of Insurance 





quate evidence of insurability on a group basis. Senate Bill No. 
645, does not, however, forbid medical examinations. In isolated 
cases, insurance company underwriters would doubtless still re- 
quire them. 

Opponents: Young and healthy persons can get cheaper term 
insurance as individuals. At the end of 1954 there were $3.2 billions 
of decreasing term insurance in force and an additional $31.9 billion 
of permanent insurance combined with decreasing term insurance. 
(The amount of life insurance used specifically for mortgage re- 
demption is unknown.) It is doubtful that informed buyers cannot 
afford decreasing term insurance to cover their mortgage. 

The nature of group insurance is to lump all in the group to- 
gether. The younger are often discriminated against for the benefit 
of the elder, and the healthy pay for the claims of the sick and those 
who die. On the other hand, individual policies allot the burden of 
payment more equitably. 


6. What is Nature of Group Rates? 


Proponents: In a real sense, all rates are group rates, since they 
depend upon the group involved. Group creditors’ insurance, like 
other forms of group insurance, utilizes the group as the unit of 
selection rather than the individual. The basic requirement for any 
sound insurance is the availability of a large enough group of pol- 
icies to provide a sufficient spread of risk and to produce a predict- 
able average. The basic life insurance mortality tables which meas- 
ure the probabilities of life and death are constructed from the 
vital statistics of all the people in the nation. 

Opponents: Bad risks in a group may raise rate charged to all. 
Groups always run the hazard of including in their ranks individuals 
of older ages and individuals in poor health who desire to become 
insured because of the knowledge that they have a greater-than- 
average chance of becoming claims. 

It is true that the elimination of medical examinations in under- 
writing a group does lower costs. On the other hand, the resultant 
more liberal underwriting may raise claims and rates due to higher 
mortality than occurs in the population as a whole. 


7. Is This Proposal New in Massachusetts? 


Proponents: Debtors are now insured in Massachusetts. There 
is nothing revolutionary or new about the proposal to insure the 
life of a debtor whose loan is secured by a mortgage. At present, 
commercial banks of Massachusetts commonly grant seven-year 
loans on auto-home trailers, frequently in amounts of from $6,000 
to $7,500. These are repayable in installments. They also insure the 
life of the debtor, whose loan is secured by a chattel mortgage under 
a group creditors’ life insurance policy. 
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The average outstanding real estate ioan in Massachusetts was 
$6,519 at the end of 1955 and was paid off in less than nine years. 
Thus, the current proposal is a logical extension of existing, desirable 
practice. 

Opponents: The proposal would insure larger amounts for a 
longer time than is true in current practice. The proposal to insure 
the life of a debtor with a real estate loan is new in the sense that 
loans of more than 10 years’ duration and up to $20,000 would be 
covered. 

The average real estate loan of $6,519 which has been cited is 
an arithmetic average. More meaningful though larger figures 
would show an average size of new loan of $12,000 in 1955, an aver- 
age length of over 20 years for a new loan when granted, and an 
average of 28 years for the wage-earner who borrows. 


8. Would All Insurance Companies Charge the Same Price for 
Group Insurance? 


Proponents: Much is standard about group rates, yet room still 
exists for flexibility and competition. Insurance companies doing 
business in New York obviously must follow New York regulations. 
A peculiar condition exists for such companies in that they must 
follow New York requirements in doing business in other states. 
All of the national major writing companies are licensed in New 
York. Some specialty companies do not do business in New York 
in order to avoid just such stringent regulations. 

Opponents: The Solvency of companies is involved, especially 
since cut rate premiums may bring unfair competitive practices. 
The insurance commissioner must be concerned with the solvency 
and financial integrity of companies. He has no authority over 
gross rates, though he does control the basis of valuation of reserves. 

Companies doing business in New York must charge a minimum 
initial rate of 75 cents per month per $1,000 of group creditors life 
insurance when the ages of the persons to be insured are not avail- 
able. When experience so justifies, the minimum may be reduced 
to 60 cents per month per $1,000. Non-New York companies may 
cut rates to obtain the business. Later they may raise rates to levels 
above those which individuals could obtain by purchasing an indi- 
vidual policy. 


9. Who Would “Get” the New Insurance? 


Proponents: Agents and brokers may still earn commissions. 
Agents and brokers seeking commissions will solicit, sell, and serv- 
ice policies to creditors. Their renewal commissions will depend 
upon the contractual relationship they enjoy with their insuring 
companies. 

As is the fact with group insurance in general, life agents who 
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specialize in ordinary policies and brokers are more likely to sell 
group credit insurance than are industrial, or debit, life agents. 

Savings bank life insurance can also compete, although these in- 
surers do not offer such a policy at present. There is no reason to 
believe that the savings bank life insurance would monopolize the 
sale of new insurance unless the aggressiveness and competency of 
life insurance agents change, or unless the savings bank life insur- 
ance system could offer a better product at cheaper cost than its 
ccempetitors. 

Savings bank life insurance has been available in Massachusetts 
since 1907. In 1955 about 4 per cent of all the life insurance in force 
in Massachusetts was sold on this basis. 

Opponents: The new insurance may reduce the number of jobs. 
Savings bank life insurance probably would monopolize a large seg- 
ment of the market. “Mortgage insurance” constitutes a most impor- 
tant source of new business for industrial or debit agents who are 
likely to be “frozen-out” of an opportunity to continue to develop 
this source. 

Since savings banks write about 70 per cent of all real estate 
loans secured by mortgages, savings bank life insurance would 
probably have a monopoly on such insurance protection. Salaried, 
non-commission, savings bank life insurance personnel would have 
an unfair competitive advantage in obtaining the bulk of the group 
creditors’ life insurance business, with a loss in the competitive prin- 
ciple which provides the best approach for the public. 


10. What is So Special About Mortgagors as a Group? 


Proponents: Mortgagors are a select group. By its very nature, 
the group concept contains a most important characteristic; namely, 
the persons who join the group do so for purposes other than ob- 
taining life insurance. The insurance is incidental to their mem- 
bership in the group. Moreover, in the case of mortgagors, the 
banks make credit and character investigations before a loan is 
granted to a home buyer. 

Opponents: This type of plan may attract only the “uninsur- 
able.” There will be real pressure to have mortgagors join the group 
although they are uninsurable because of hazardous occupations, 
illness, or old age. The claims which will result can force an ex- 
perience rate higher than the entry rate and higher than each non- 
adverse person could obtain insurance individually. Some insurance 
company executives currently are expressing alarm at high loss 
ratios reflecting adverse selection in comparable plans in other 
states. 


11. Would Debtors Be Forced to Buy Such Insurance? 
Proponents: Freedom remains te buy or not to buy group pro- 
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tection. Unless a lending institution assumed the total premium, 
ie., provided the insurance at no extra cost to the borrower, as all 
credit unions and some commercial banks do in Massachusetts to- 
day, the borrower would have the option of purchasing: (a) group 
protection, (b) no protection, or (c) individual protection. In any 
event he can have the bank finance his private premium by simply 
adding it to his regular monthly mortgaged loan payments. 

Opponents: The possibilities of coercion and tie-in sale are 
dangerous to the public welfare. The danger of coercion, that is, 
making the purchase of insurance a condition precedent to the 
granting of the loan by banks, is a practice which would be against 
the public interest. Already, objectionable coercion under some- 
what similar circumstances in the automobile financing area is a 
knotty problem. Perhaps, too, the insurance industry might be in- 
viting federal regulation under the “tie-in sale” prohibition of the 
Clayton Act and the pronouncements of the Federal Trade Com- 
mission if such subtle coercion were even suspected. 


12. Would Insurance Companies Make Such Insurance Avail- 
able? 

Proponents: Some life companies need the opportunity to ex- 
ploit a market potential of a trillion dollars worth of new insurance 
business. Some life insurance companies which have been slow to 
offer group insurance to the public will find that most major 
employer-employee groups have already been sold. They are forced 
to open up relatively untapped sources of income, such as mort- 
gagors, if they are to retain their position in the market. 

In Massachusetts, the amount of real estate loans outstanding in 
credit unions, trust companies, cooperative and savings banks in 
1955, totalled $3.5 billion. The national potential market must ap- 
proximate a trillion (1000 billion) dollars of new life insurance pro- 
tection. 

It should be made clear that the amount of insurance in force 
does not give the power to companies which the control of reserves 
does. Group insurance, which is under consideration, is term in- 
surance and requires practically no reserves. Hence, assets are 
not expanded except by small contributions to surplus. 

Opponents: What is good for the public is the sole criterion. 
There is danger of the federal government taking over the life in- 
surance industry. The enactment of legislation must be based prim- 
arily on the public interest and only then on what is good for the 
companies. If the potential is anywhere near a trillion dollars, (be- 
yond drying up the market for the life agent selling individual 
policies) such a growth might make the life companies as a group, 
too big for the electorate or Congress to tolerate. In that event, that 
issue would have to be faced squarely. 
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13. Would Everyone Be Eligible for Such Insurance? 


Proponents: The individual insurance company would retain 
the freedom to establish sound underwriting requirements. Custo- 
marily, in existing policies the age factor is resolved by requiring 
that the loan mature before the wage-earner reaches his 70th birth- 
day. If the policy is a renewable one-year term, the insured is made 
ineligible for benefits after approximately his 56th birthday. As 
long as the applicant is gainfully employed, occupation is not an 
underwriting factor. 

Opponents: Danger would exist of misunderstanding. Relations 
between the insuring public and the life agents and companies may 
suffer if too liberal requirements permit too many to get into the 
groups and rates are later forced up. On the other hand, too strin- 
gent underwriting will defeat the alleged advantages of group in- 
surance. It will mislead persons into anticipation of eligibility only 
to have them disappointed when faced with reality. 


14. Who Would Receive the Insurance Proceeds? 


Proponents: The creditor always receives the proceeds, but he 
must use the insurance payments to reduce or extinguish the loan 
of the debtor. If the (widow) survivor wishes to refinance or to 
sell a home in which her equity shall have been increased by the 
amount by which the life insurance reduced the loan, she is free 
to do so. Without such insurance benefits, the survivor faces the 
frightening prospect of repayment of the loan in addition to all 
other problems. 

Opponents: Requirement removes freedom of beneficiary to ap- 
ply money as she sees fit. The nature of term insurance is temporary, 
not permanent. That is, when the term expires, the protection ex- 
pires, too. Permanent insurance has paid-up values. for life, cash 
surrender values, and loan values. Individual term policies grant 
the privilege of conversion to some permanent form of insurance. 
Except in New Jersey, group creditors (term) policies do not enjoy 
the provision for conversion to permanent insurance. Conversion 
privileges do not exist in Senate Bill No. 645. 

Such a provision would be most desirable if the insured were 
uninsurable when his loan was paid. 

The inflexible provision of having the proceeds of the policy 
pay off the loan removes the freedom of choice from the survivor 
who might prefer to use the proceeds to purchase other necessaries 
of life and still make the monthly mortgage payments. 


15. Why is $20,000 Proposed As An Upper Limit? 


Proponents: $20,000 is a realistic amount today. The increased 
limit from $10,000 to $20,000 for loans secured by a mortgage pro- 
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vides a more realistic amount of insurance and is in keeping with 
the size of new loans obtained today. 

The need for insurance in amounts greater than $10,000 becomes 
obvious as one scans the amount of the new mortgaged loans being 
granted’ and the price on houses offered for sale. Moreover, the 
higher the loan in proportion to the property value, that is, the 
lower the debtor’s equity, the greater becomes the need for ade- 
quately protecting the family. 

Opponents: $20,000 is an excessive limit when compared with 
existing average life insurance per family of $6,900. The present 
limit of $10,000 in Massachusetts is adequate for consumer loans. 
If the legislature were to enact Senate Bill No. 645 and extend 
group creditors’ life insurance to loans secured by a mortgage, then 
$10,000 would still be an adequate limit. 

In 1955, while disposable personal income per family was $5,000, 
life insurance per family was $6,900. Thus, $20,000 would be an 
excessive limit at this time for the average need as expressed by 
families themselves. It would tend to dry up the market for in- 
dividual solicitation of life insurance. 


16. Why Try to Limit Policies to Loans of Not Less than Ten 
Years’ Duration? 


Proponents: The phrase “not less than 10 years” was written 
into Senate Bill No. 645 as an eligibility requirement for insurance 
on loans secured by a mortgage in an attempt to institute an under- 
writing safeguard. This requirement would exclude older persons 
whose real estate loans were close to being paid-off, but who might 
be in poor health, or at least have a higher probability of death than 
younger folks. Older men with loans of less than 10 years to run 
generally have higher equities in their homes and fewer dependents 
than those younger men with loans of more than 10 years. 

Opponents: Company underwriters can and will underwrite; 
they do not need to be tied by a law. The phrase “not less than 10 
years” is totally unnecessary. Life insurance underwriters are not 
foolish enough to insure a man who is unemployed because he is 
in poor condition. Retention of such a phrase would discriminate 
against a person with a mortgage balance to be paid in nine years. 
Such a person might have the same need as a person with a loan 
running for an eleven-year period. 


17. What If the Mortgage is Sold? 


Proponents: The creditor, or his assignee, collects the insurance 
to retire or reduce the loan. When mortgages are assigned through 
the original creditor selling a note to another financial institution, 
so long as the original lending institution remains as servicing agent 
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for the collections of interest and repayment of principal, the origi- 
nal creditor, or the assignee, is the beneficiary of the policy. 

Opponents: Senate Bill No. 645 says the (creditor) policyholder 
collects. Unless it is spelled out in the law, the public cannot rely 
upon insurance companies to pay the proceeds of insurance to 
someone other than the policyholder. Outside of New England, it 
is a common occurrence to have notes secured by a mortgage sold 
by the original creditor to other financial institutions. 


18. Who Actually Would be Insured? 


Proponents: The debtor who is insured is any natural person 
who is in good enough health, below a stated age, and gainfully 
employed. If title to a home is held jointly by two persons, or hus- 
band and wife, then the first, or upper, name signed on the note 
becomes the insured debtor. If, for example, a wife is working to 
support an invalid husband, she would sign her name above his 
on the note; and thus she would become the insured debtor. 

One of the features of group creditor’s life insurance for debtors 
whose loans are secured by a mortgage is that the plan is simple to 
administer. 

Opponents: Obviously, all corporations, or any debtor not a 
natural person, would be excluded. Moreover, if a husband pre- 
ferred to have title to the home be held solely by his wife, he would 
not be a debtor; and hence he would be ineligible for this group 
insurance. If three or four persons were to buy a home jointly, only 
one would be eligible for this group insurance. The resulting con- 
fusion would not be in the interest of the public. No such confusion 
could result from individual policies. 

All debtors are not covered, and there is danger of misinterpre- 
tation by the public. The public might easily be misled by the ex- 
tension of group insurance to loans secured by a mortgage alone 
and believe that all debtors were covered. 


19. Do Federal Banks Now Purchase Such Insurance? 


Proponents: Banks regulated by the Federal Home Loan Bank 
in Massachusetts today are offering life insurance to cover payments 
on loans for the “critical” three-year period immediately following 
the death of the wage-earner. In addition to the death benefit, when 
a person is disabled due to accident or illness, loan payments are 
made from the proceeds of the policy, again for a period of three 
years. The cost of this plan of insurance protection is 45 cents per 
month for each $10 monthly payment due to the bank. Other com- 
panies write such protection in other states with great success. 

Banks and other financial institutions subject to the Massachu- 
setts banking laws and the regulations of the Bank Commissioner 
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would be able to compete with federal banks insofar as such insur- 
ance is a competitive factor in the selling of money. 

Opponents: Disability is not at issue. Let the federal govern- 
ment decide for itself and the states decide for themselves what is 
right. There is no mention of disability payments resulting from 
accident or illness anywhere in Senate Bill No. 645. The rate of 
45 cents per month is not broken down into a specific charge per 
$1,000 for life insurance. Therefore, the rate is not meaningful. 

The coverage for a critical three-year period may be better than 
no coverage. But many mortgagors may be lulled in*to a faise sense 
of security by relying upon this single purpose, limited death benefit 
protection, when actually their needs would be better served by 
individual counsel on estate planning by a competent life under- 
writer. 

Federal regulation of banks should not be considered here. Two 
“wrongs” won't add up to one “right.” 


20. Who Would Benefit from Such Legislation? 

Proponents: Senate Bill No. 645 is truly a “people's bill.” Life 
insurance companies, if they institute sound underwriting, would 
be stronger. Modern low-cost methods of merchandising must be 
instituted even if, in the short-run, they appear to hurt vested inter- 
ests. No one would advocate retaining the buggy-whip industry 
solely to make work for whip-makers. Life agents are resourceful 
enough to stimulate individual sales to new levels as the pressing 
need of mortgage debt retirement is covered by modern, low-cost 
group methods. 

Opponents: Senate Bill No. 645 is a banker’s bill. It is not 
needed by the public. The banker evaluates all of the several possi- 
bilities of risk of repayment when he grants a loan. One such risk 
is the risk of death. If the risk of loss due to death is to be removed, 
the cost of the removal of this risk should be borne by the banker, or 
it should be reflected in a lower rate of interest to the borrower if 
the borrower pays the premium. 

Group creditors’ insurance statutes in Ohio and Illinois require 
that the creditor pay all premiums and that the policy must cover 
all members of a group of persons who become borrowers. Such a 
requirement is logical since the risk of loss of repayment of the 
loan if the debtor dies is removed by such insurance. Thus, the 
benefit exists for creditors without the cost passing onto the debtors. 


21. Where Would the Public Wind-Up in Their Relationships 
With the Insurance Industry? 

Proponents: This insurance plan will be an educative instrument 
which will aid the life insurance industry, as well as the public. 
Social Security helped to educate the public to the need for proper 
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and adequate estate planning and to the need for relying heavily 
upon various forms of life insurance to meet a variety of purposes. 
National Service Life Insurance educated veterans to think in terms 
of more adequate limits of thousands, rather than hundreds, of 
dollars of life insurance protection. In similar manner, group 
creditors’ life insurance for mortgagors will educate the public to 
the need for other types of life insurance. 

Opponents: Extension of the notion of group life insurance is 
against the public interest. For whatever reasons the life insurance 
in force in the United States grew to $372 billion in 1955, even that 
enormous figure is, however, less than 17 months disposable per- 
sonal income of American families. It is evident that large numbers 
of American families do not yet have adequate life insurance pro- 
tection. While group insurance has increased ten times in 25 years, 
further extension of the idea of group insurance to “voluntary” 
groups (as opposed to the employee captive groups) is against the 
public interest. 

One of the best entering wedges for the sale of individual life 
insurance is mortgage insurance, whatever form it may take; and 
such sales are good both for the buyer and the seller. 


Conclusion 


In August, 1957, a bill became effective in Massachusetts which 
permits banks to purchase group life insurance on the lives of 
debtors obtaining real estate loans secured by mortgages. Thus, 
the proponents of such legislation claimed a victory because the 
principle for which they were arguing was accepted. 

The opponents too claimed victory by pointing to the fact that 
the bill had been emasculated by limiting eligibility to those whose 
loan (1) had no more than 10 years to run to expiration and (2) 
did not exceed $10,000. 

The complacency of the life underwriters association, which so 
effectively lobbied against the bill, hardly seems warranted. In spite 
of the current “let’s-wait-and-see” attitude of the Massachusetts life 
companies, aggressive, competitive loaning institutions may be ex- 
pected to seek out those daring life companies which will offer their 
capacity for this type of creditors’ life insurance. Moreover, com- 
panies conscious of, and seeking, new marketing facilities for bigger 
volume are bound to solicit co-operation from bankers. Imaginative 
money lenders in the automobile market have successfully tied a 
“balloon type” final payment onto a relatively short term direct 
reduction note. Similar arrangements could qualify many borrowers 
for group mortgage redemption insurance. In areas where second 
mortgage financing of home purchases is an accepted practice a 
home buyer might more easily be protected by two group mortgage 
redemption life insurance plans. 
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In short, the potential of a new market of over a trillion dollars 
worth of life insurance may be sufficient incentive to challenge the 
imaginative resourcefulness of many life insurance companies. 
Moreover, the competitive advantage enjoyed by lending institu- 
tions offering such protection to debtors (and to their loans) 
prompts one to anticipate further interest in these insurance mar- 
keting arrangements. 











THEORETICAL APPROACHES TO TAXING 
LIFE INSURANCE COMPANIES FOR 
FEDERAL INCOME TAX PURPOSES 
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On March 13, 1956, President Eisenhower signed the Life 
Insurance Company Tax Act for 1955 by which Congress continued 
the procedure of taxing life insurance companies under temporary 
stop-gap measures. Extensive hearings were held by both the 
House and the Senate prior to the passage of this revenue measure. 
Both houses had hoped to devise a long range tax approach, and 
their intent was shared by the Treasury which has been studying 
this problem for the past three years. The complexity of insurance 
company operations—accounting wise—plus time pressures again 
resulted in a compromise. This paper attempts to analyze the nature 
and history of the tax problem with some relevant observations 
about the position of and outlook for the life insurance industry in 
our economy. 

Life Insurance in Our Economy 
Significant Industry Aggregates 

The average American family holds $6,900 of life insurance 
coverage, more than twice the 1945 figure of $3,200 per family. 
During the decade from 1945 to 1955, the aggregate amount spent 
by the insurance buyer also more than doubled; life companies re- 
ported premium income of $12.5 billion for 1955 as compared to 
$5.2 billion for 1945. Although the dollar figures are impressive in 
their growth, disposable personal income has grown in a corres- 
ponding manner. Actually, the American public spent 3.8 per cent 
of its disposable personal income for life insurance premiums in 
1955 as compared to 3.4 per cent in 1945. During the past five years 
the percentage of disposable personal income spent for life insur- 
ance premiums has gradually increased.” 

1 Basic statistical data in this section is drawn from the Life Insurance 
Fact Book, Institute of Life Insurance, New York, New York, 1956. Editor's 
Note: This paper was written in late 1956, hence its statistics and conclusions 
are based upon conditions existing at that time. 

2The Life Insurance: Fact Book, 1956 Edition, page 50, indicates an 
annual“increase in this percentage of .1 per cent—from 3.4 per cent in 1951 
to 3.8 per cent in 1955. In view of the magnitudes involved and the possi- 
bility of statistical errors, this increase does not appear to be particularly 
significant as it relates to a definite long-term trend. 
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The impact of the life insurance industry in our economy is not 
usually measured either by the amount of insurance in force or by 
total premiums collected; the customary yardstick is the assets held 
by the life companies. Growth is measured in terms of an increase 
in assets. During the 1945-55 decade the assets of the industry more 
than doubled, from $44.8 billion in 1945 to $90.4 billion in 1955. 
During 1955 assets increased 7 per cent in percentage terms and 
$5.9 billions in dollar terms; during this same period personal sav- 
ings were $16.6 billion according to the revised Department of 
Commerce estimates.* To the extent that the industry-wide figures 
are primarily representative of mutual companies (mutual com- 
panies hold 77 per cent of: the assets of the industry), the above 
figures give a working approximation of that portion of the savings 
of the people that is channelled into life insurance holdings. Table I 
shows the Securities and Exchange Commission’s estimates of that 
part of personal savings flowing into insurance equities as it relates 
to total personal savings during the past four years; the table also 
shows the annual increase in assets held by insurance companies 
during this same period. From these data it is clear than on an 


TABLE I 


S. E. C, Estmates or Toran Persona, Savincs & 
Savincs THroucs Lire INsuRANCE (IN BILLIONS) 


*Increase in Insurance *Personal **Increase in Insurance 


Year Holdings of the Public Savings Industry Assets 
1952 4.88 18.15 5.1 
1953 5.04 20.45 5.1 
1954 5.54 17.238 6.0 
1955 5.93 18.28 5.9 


* Source: Survey of Ourrent Business, July 1956, p. 14. 
** Source: Life Insurance Fact Book, 1956 Edition, p. 60. 


average, about 30 per cent of the annual savings of the American 
people is deposited with the insurance industry. This annual ac- 
cumulation of a substantial part of the savings of the people now 
places in the hands of the industry a more than $90 billion fund, 
the management of which is of great economic significance and 
which, of itself, accounts for the national concern about the financial 
practices of the industry. It is to be noted at this point that the 
life companies are fully aware of their position as a savings medium; 
in fact, it is one of the strongest arguments in their own view for 
some type of preferential tax treatment. 


Major Insurance Principles 


A very brief coverage of the nature and financial operation of 
life insurance companies will serve to provide background for an 


3 Federal Reserve Bulletin, July 1956, p. 762. 
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understanding of the problem of collecting an equitable amount of 
taxes from the life insurance industry. The policyholder who pays a 
premium to a company is paying, in part, for insurance protection 
and, in part, for a savings deposit with the company. In the early 
years of the insured’s life, the company is collecting annually a 
great deal more than is necessary to provide the insured with the 
amount of death protection at his current age. This excess is placed 
in reserve for future use; in fact, if the insured elects to terminate 
the contract with the company, all or a substantial portion of this 
reserve is legally payable to him in the form of a cash surrender 
value. The table of cash surrender values is part of the printed 
policy contract issued to the insured. However, if the insured does 
not exercise his surrender option but continues the policy in force, 
the cost of providing him with the agreed upon death protection 
will advance substantially as the insured ages. In fact, the point 
will be reached at which the annual premium collected is insufficient 
to cover the cost of the protection provided. However, the company 
will not demand additional payments from the insured but will 
cover costs by drawing upon the resources represented by the policy 
reserve. This reserve builds up through both excess premiums re- 
ceipts and interest earnings upon the reserve compounded annually 
at a specified rate of interest (generally 2% per cent for contracts 
issued since 1948).* 

The premium that the insured has to pay is computed based 
upon an assumed mortality rate and an assumed earnings rate upon 
policy reserves. The net premiums collected from a group of 
policyholders entering the company at a given age, supplemented 
by interest earnings upon the premiums so deposited with the com- 
pany, will be just sufficient ultimately to satisfy all the claims of 
this group of policyholders against the company. In addition to the 
net premium or pure insurance cost assessable against each policy- 
holder, each policyholder must pay some loading expenses; this 
loading represents that share of the acquisition and administrative 


cost of the company that each policy must bear. The gross premium, 


* This same reserve value forms the basis of annuity payments under re- 
tirement contracts—the feedback of the capital values of the contract at the 
retirement age over the expected life of the annuitant. 


With respect to the guaranteed contract rate of interest—groups of policies 
issued at different times and still in force carry different rates of interest run- 
ning from as low as 2 per cent in recent years to as high as 4 per cent for 
policies issued in the early twenties. During the late forties, the net rate of 
interest earned dropped below 3 per cent—down to 2.88 per cent in 1947— 
despite the fact that many contracts called for a guaranteed rate ranging from 
8 to 4 per cent. It must be remembered though that actual mortality was far 
less than assumed mortality so that the plight of the companies was not as 
acute as it might seem to have been. 
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the amount actually paid by the insured, is made up of the net pre- 
mium plus loading costs. It can be seen that theoretically no profits 
can accrue to a mutual insurance company since over time the re- 
ceipts (premiums and investment earnings) are just sufficient to 
cover disbursements (claims, expenses of operations, and divi- 
dends ). The assets mentioned earlier are held substantially to cover 
the reserves against policies in existence (minimum reserve require- 
ments are controlled by state law) with a surplus reserve set aside to 
cover contingencies. 


The Issues 


The fundamental problem inherent in determining an equitable 
tax arrangement for life insurance companies must now be making 
itself clear. What is to be considered the income of these companies 
for tax purposes? In 1955 the industry reported income of $16.5 
billion; $12.5 billion of which was premium income. The remainder, 
$4 billion, was investment and other income. If the premium income 
is to be considered the basic income for tax purposes, the long-term 
nature of insurance must be weighed. Underwriting gains or losses 
can only be determined on some long term basis; the fundamental 
commodity being merchandised by the insurance company is a 
life contract. Furthermore, the premium income collected covers an 
insurance element and a savings element; the company is operating 
as a conventional business and institution of deposit. 

An additional complication to the measurement of underwriting 
gain or loss is that the bulk of insurance written is handled either 
by mutual companies or by stock companies writing participating 
policies. This commits the companies to remit all, or a significant 
part, of underwriting gains to their insureds in the form of policy 
dividends. Also, the premium income of the companies comes from 
an admixture of ordinary life, accident and health, term, group 
life, and group annuity business. Thus, the income of life companies 
ranges from premiums on single life contracts, upon which it would 
be difficult to determine taxable company income, to the accident 
and health business which probably ought to be and is, as written 
by casualty companies, subject to normal business criteria for tax 
purposes. The problem is not alone that of segregating premium in- 
come from different types of policy lines but the fact that there are 
joint costs as well as different reserve requirements for these several 
types of policies. If the underwriting segment of insurance company 
receipts is disregarded for tax purposes, then investment and other 
income (i.e., capital gains and losses ) become the sources of taxable 
revenue. But (1) a substantial portion of investment income is 
committed to build up policy reserves as required by law and by 
the fundamental nature of the insurance operation, and (2) the 
capital transactions of life insurance companies do not, by statute, 
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give rise to a taxable gain or loss. These, then, are some of the prob- 
lems that arise in determining a tax base for life insurance com- 


panies. 


The Amount at Issue 

It may be well before reviewing the bases upon which income 
taxes have been determined in the past to orient the situation with 
respect to the amounts involved. The data in Table II are signifi- 


cant. 
TABLE Ii 
Taxes Paw sy Lire INnsuRANCE COMPANIES 
State Premium Federal Income 


Taxes Paid Taxes Paid 
Year (in millions) (in millions) 
1947 100 23 
1948 109 4 
1949 117 4 
1950 123 20 
1951 134 95 
1952 146 125 
1953 161 141 
1954 177 158 
1955 189 189 


Source: Life Insurance Fact Book, 1956 Edition, p. 53. 


Two facts can be read from these figures: (1) life insurance com- 
panies pay rather heavily at the state level for the specialized prem- 
ium tax; (2) the amounts involved under tax formulas used in the 
past by the federal government are not significant. The reader is 
struck by the trickle of revenue for federal income tax purposes. In 
1955, the year of maximum contribution by the life insurance 
industry, the total dollar amount was only $189 million. The total 
collected by the Treasury in the form of corporate income tax dur- 
ing 1954 was $18.3 billion.® 

Since the 1955 tax was assessed against 1954 income, this means 
that the industry paid a federal tax of slightly more than 1 per cent 
on gross income for 1954 of $15.3 billion. (This amount represents 
the total receipts of the industry, premium income and gross invest- 
ment income.) In addition to the taxes listed above, the industry 
naturally paid federal social security taxes, real property taxes, and 
miscellaneous taxes of substantial amounts. However, federal in- 
come taxes paid in 1948 and 1949 were only $4 million in each year. 
These amounts were assessments against years in which the gross 
income of the companies amounted to approximately $9 billion 


per year. 
Premium taxes are a special type of tax levied by all states and 


5 Federal Reserve Bulletin, op. cit., p. 789. 
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the District of Columbia.* This tax is imposed only upon life insur- 
ance companies and is usually based upon the amount of gross 
premiums collected from residents within the state. Certain deduc- 
tions are allowed in computing the tax to be paid. The basic nature 
of the tax is that of a sales tax; in 26 of the states that impose net 
income taxes, the premium tax stands in lieu of the income tax’. 
There is generally some preferential treatment for domestic com- 
panies over foreign and alien firms in determining the premium tax 
to be paid. 


Summary 


The dual purpose of the modern life insurance company in offer- 
ing our society a contract which combines protection from two basic 
human risks, (1) that of dying too soon, and (2) that of living too 
long, is evident. This dual purpose accounts for the wide appeal of 
insurance and its almost universal use as the primary savings insti- 
tution of the lower and middle income families. This appeal, to- 
gether with the level premium and the reserve principles in insur- 
ance, places in the hands of the life companies an investment fund 
edging up toward $100 billion. The issues are: (1) How much of 
this build-up of values should be subject to income taxes, parti- 
cularly in view of the fact that the industry is largely mutualized? 
(2) Is it feasible to sift out underwriting gains for tax purposes? 
(3) What adjustments in federal tax treatment should be made be- 
cause of the premium tax at the state level? 


History of Legislation 

A review of the history of federal income taxation of life insur- 
ance companies begins, of course, with the ratification of the Six- 
teenth Amendment in 1913. Life companies paid a form of income 
tax under the Corporation Excise Tax Act of 1909; although the tax 
was in fact based upon income (a rate of 1 per cent upon net in- 
come in excess of $5,000), court decision held it to be a franchise 
tax and, hence, ‘constitutional. With the issue of constitutionality 
of income taxes circumvented by amendment, life companies be- 
came subject to income taxes along with other types of business 
organizations. However, it will soon be evident that the passage of 
the Sixteenth Amendment did not provide a simple solution to the 
question of the proper taxes to be assessed against life insurance 


6 Joseph B. MacLean, Life Insurance. (New York: McGraw Hill Book 
Company, Inc., 1945), p. 467. 

7 John H. Magee, Life Insurance. (Homewood, Illinois: Richard D. Irwin, 
Inc., 1951), page 785. 

8 Ibid., page 780. 
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companies. Four rather distinct approaches to the problem can be 
discerned at different periods.® 


1913-1920 


The early income tax laws contained no special sections applic- 
able to insurance companies, which immediately created the prob- 
lem of what constituted net income for tax purposes. Originally all 
receipts of insurance companies were included in gross income— 
premiums, investment income, and capital gains. The companies 
were permitted to exclude from income: (1) tax exempt interest 
and (2) dividends on policies on which premiums were being cur- 
rently collected. This properly recognized the policy dividend for 
what it is—the return of a premium overcharge. Companies were, 
of course, allowed to deduct operating expenses in computing net 
income. In addition, two deductions peculiar to life insurance were 
recognized: (1) current payments on policy contracts and (2) ad- 
ditions to policy reserves as required by law. 

This tax formula evoked immediate opposition from the life 
insurance industry which maintained that by far the greatest por- 
tion of receipts represented the deposit with the company of level 
premiums which the company was holding in trust for the insured. 
This did not, in their view, represent taxable income in the ordi- 
nary business sense. A second objection stemmed from the fact 
that this tax formula was in essence a tax upon the surplus of the 
company which was being developed to protect the company (and 
hence policyholders) from contingencies which might develop.’® 
In a mutual company, it was argued, this surplus clearly belonged 
to the policyholders. Furthermore, in most states the law limited 
the surplus to a certain percentage (often 10 per cent) of required 
legal reserves. Any excess beyond additions to required reserves 
and legal surplus had to be disbursed as dividends. 

This early tax formula proved unsatisfactory to the Treasury 
since it was administratively difficult to apply because of the tech- 
nical nature of the life insurance business. It also showed wide 
swings in taxes paid by similar sized companies in the same year 
and wide variations in taxes paid from year to year. By 1921 both 
the industry and the government were willing to concede that for 
life insurance companies a new approach to defining taxable income 
was needed. 

® Much of the factual material in this section is derived from the following 
report: The Facts and Issues with Respect to The Federal Taxation of Life 
Insurance Companies, Committee on Ways and Means of the U.S. House of 
Representatives. (Washington, D.C.: Government Printing Office), 1954. 

10 Haughton Bell, Hearings: Subcommittee on the Federal Taxation of 


Life Insurance Companies—Ways and Means Committee House of Repre- 
sentatives. (Washington, D.C.: Government Printing Office, 1955), p. 148. 
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1921-1941 


This was the era of the “free investment income approach.” This 
concept recognized the distinction between the underwriting and the 
investment aspects of life insurance. There could be no true under- 
writing income since, in the aggregate, from any group of policies 
the premiums collected would actuarially be sufficient only to meet 
loading costs (administrative and acquisition costs) and present 
and future claims under this group of policies. There might be some 
investment income subject to tax if there was an excess of gross in- 
vestment over (1) investment expenses and (2) additions to policy 
reserves of interest earnings on such reserves. This deduction of 
interest credited to policy reserves was grounded on the fact that 
such additions represented estimates of future pay-outs to policy- 
holders. This free investment formula applied to both stock and 
mutual companies although it is clear that the logic for eliminating 
underwriting gains or losses applies with greater validity to mutual 
than to stock companies. However, it may be noted here that com- 
panies writing mutual or participating policies hold about 80 per 
cent of the business now in force. Mutuals dominate the life in- 
surance business aad set the competitive pattern.'1 The industry 
has endorsed the equality treatment with the single exception of 
the Acacia Mutual Life Insurance Company. From 1921 until the 
present this no-discrimination formula has had almost universal 
support in the industry. 

During the period from 1921 to 1941 there were two different 
interest rates in use for determining the annual amount which was 
to be credited to policy reserves out of investment income. From 
1921 until 1931 companies were permitted to use a 4 per cent rate 
for tax purposes as applied to the mean of the reserve amounts, 
which rate was higher than the actual rate used by companies in 
computing legal reserves. Most companies were basing their re- 
serve computations upon a 3 to 3% per cent earnings assumption. 
A change in the law in 1931 dropped the rate which the companies 
could use for tax purposes from 4 to 3% per cent in determining 
the amount which could be deducted from investment income for 
policy reserve purposes. The regular tax rates for all corporations 
applied to any free investment income that the companies had; how- 
ever, declining interest rates during the thirties resulted in the vir- 
tual elimination of any taxable income.'? Only a relatively few com- 
panies with unusually high rates of earnings paid taxes. In keeping 
with declining actual interest rates, new policies issued during the 
late thirties carried rates of 3 per cent or less for reserve computa- 


tion purposes. 


11 Report: The Facts and Issues, etc., op. cit., page 19. 
12 MacLean, Joseph B., op. cit., page 474. 
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1942-1950 


This was the period of the so-called “Secretary’s ratio.” The 
Revenue Act of 1942 charged the Secretary of the Treasury with 
the computation of an annual percentage of net investment income 
to be deducted to cover interest on policy reserves.4* This com- 
putation was to be based upon information from returns of the 
preceding year and was intended to relate the interest deduction 
of the companies to their earnings. The intent was, of course, to 
overcome the liberality of the fixed percentage in use during the 
twenties and thirties which resulted in the drying up of revenue 
from insurance companies. The Secretary’s ratio applied to all com- 
panies and was determined on an industry wide basis. The formula 
achieved its purpose by imposing tax liabilities on the companies 
for about five years. However, as interest rates continued to de- 
cline, new policies were written on a 2% per cent interest assump- 
tion for reserve purposes with the result that the tax liabilities of 
insurance companies fell off to zero in 1947 and 1948. The dis- 
appearance of the tax base resulted from the technical require- 
ments of the 1942 law covering the manner in which the Secretary’s 
ratio was to be computed—the law required a fixed 3% per cent 
element for part of the computation. In 1950 Congress altered the 
law to eliminate the fixed 3% per cent element in the computation, 
thus permitting a realistic rate to be used which reflected the change 
in the interest rate assumption for new policies. This modification 
produced revenue of $42 million in 1949 and $80 million in 1950; 
the 1950 amendment was made retroactive to 1949 but not to the 
taxless years of 1947 and 1948.1* 


1951 to Present 


The period since 1951 has been one of stop-gap legislation and 
the use of a flat rate as applied to net investment income. The 
extensive Congressional hearings of 1951 were directed toward the 
development of a rationale for taxing life companies. No satisfac- 
tory solution evolved, but Congress did assure that some revenue 
would be collected by the use of a more-or-less arbitrarily deter- 
mined flat rate. This 1951 formula called for the application of a 
3% per cent rate to the first $200,000 of net investment income and 
a 6% per cent rate to net investment income in excess of $200,000. 
The Act of 1951 was viewed as a temporary measure, but it has been 
extended year by year by Congressional action with minor changes 


13 Magee, op. cit., page 782. 

14 Report: The Facts and Issues, etc., op. cit., page 17. There is a dis- 
crepancy between estimates of taxes paid from this source and the Life In- 
surance Fact Book—the latter shows slightly higher estimates for federal 
income taxes paid. However, it may be that some companies paid taxes upon 
health and accident income. 
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being made as appeared expedient. Had Congress failed to extend 
the 1951 formula in any year, the industry would have paid taxes 
under the “Secretary’s ratio” of 1942. That formula would have 
yielded less revenue than was actually collected under the annual 
extensions of the 1951 law. Table III, however, shows that the 
companies would have paid considerably more in taxes than was 
actually paid if the 1950 technique had been used to determine the 
“Secretary's ratio.” Improved investment income, caused by the 
recovery of interest rates in recent years, would have made the 1942 
and 1950 formulae productive of revenue. 


TABLE III 
CoMPARISON OF REVENUE YIELDS FROM LiFE INSURANCE COMPANIES 
1942 1950 1951 
Year Formula Formula Formula 
1950 $ 30° $ 73° $115° 
1951 67 126 127 
1952 99 168 141 
1953 157 232 157 


*in millions 
Source: The Facts and Issues: Federal Taxation of Life Insurance Companies. (Wash- 
ington, D.C.: Government Printing Office, 1954). 


Summary 


The record traced back to 1913 clearly shows the confusion and 
complexity of the problem. The complexity is rooted in the pe- 
culiar nature of the life insurance business in that: (1) separation 
of the underwriting function and the savings function is almost im- 
possible; (2) stock and mutual companies exist side-by-side, theo- 
retically in competition with each other, yet with the mutuals will- 
ing to grant equality of tax treatment to their profit-motivated 
competitors; (3) the long term nature of life insurance contracts; 
and (4) net investment income has been substantially influenced 
by the movement of interest rates during the past 30 years. 


Life Insurance Company Tax Act of 1955 


Purpose 

Public Law 429, the Life Insurance Company Tax Act of 1955, 
became law upon being signed by President Eisenhower on March 
13, 1956. This law originated in the House of Representatives as 
H. R. 7201. Extended hearings were held by a subcommittee of the 
House Ways and Means Committee, with the legislators apparently 
intent upon solving some of the problems of an equitable tax pat- 
tern for life insurance companies. Subsequent hearings before the 
Senate Finance Committee were also broad-gauged in nature. The 
law as passed, however, is still essentially a stop-gap piece of legisla- 
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tion, even though it discontinued the practice of simply extending 
the flat 6% per cent rate of 1951 year by year. It provides for a 
taxing method not essentially dissimilar from the formula of 1942. 
The issue of the proper method for determining the taxable income 
of life insurance companies is not yet settled. It was expected that 
later in the session further legislation would be considered. The 
attitude of the Secretary of the Treasury was clear from this state- 
ment: 15 


“I suggest that an attempt be made to develop a method of tax- 
ing life insurance companies like any other business, on the 
basis of their entire income from all sources, with appropriate 
deductions for their expenses and additions to their reserves 
against policy contracts. It should now include all the income 
and deduction items which properly reflect the earnings posi- 
tion of a life insurance company.” 





The Secretary’s testimony indicates the intent of the Treasury 
to revive a tax technique similar to that in use from 1913 until 1921. 
At the time of its application this technique was considered unsatis- 
factory from an administrative standpoint and a revenue-producing 
standpoint. It was the cause of a good deal of litigation. Appar- 
ently the Treasury feels that it can now sponsor legislation of this 
type that is equitable to the industry and acceptable to Congress. 
Strong pressures will be generated by the companies against this 
basic approach, which they have consistently and strongly criticized 
since 1913. However, the present law provides no long-range ap- 
proach to the basic issues, despite the fact that hearings and debate 
upon this subject have continued ever since the writing of the 
Revenue Code of 1954. 


Major Provisions 


The 1955 Act follows a pattern going back to 1921 in that it does 
not consider that underwriting operations produce any taxable in- 
come. Attention is centered upon determination of “free investment 
income” as a source of taxable income. The regular corporate rates 
are applied to net investment income after permitting the com- 
panies to deduct a certain percentage of that portion of net in- 
vestment income which is allocated to policy reserves. The per- 
centages are (1) 87.5 per cent of the first $1 million so allocated 
and (2) 85 per cent of all additional allocations in excess of $1 
million.** The law is applicable to 1955 income only, and it is 


estimated that this formula will produce revenue for 1955 of $248 


18 Taxation of Insurance Company Income, Report No. 1571, United 
States Senate, 84th Congress, 2nd Session, page 2. 
16 Public Law 429, 84th Congress, Chapter 83, 2nd Session, H. R. 7201, 


page 5. 
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million. The formula in effect in 1954, if applied to 1955, would 
have produced an estimated $197 million in revenue." 

The present law provides for a tax in 1956 and the years to fol- 
low similar to the law of 1942. However, as was noted above, it is 
probable that additional legislation will be considered during the 
next session of Congress. The return to the 1942 formula would 
have taken place automatically had Congress not taken positive 
action for the tax year of 1955. The Senate report makes it clear 
that it did not intend to endorse the 1942 formula.'® 


Minor Provisions 

Certain minor changes which had produced inequities in the 
past or might do so in the future were written into the present law. 
Life insurance companies compete with casualty companies for 
accident and health insurance business. In the past, this income in 
the hands of the life companies has received more favorable tax treat- 
ment than that accorded to the casualty companies. The law now pro- 
vides equal treatment for both types of companies by eliminating 
the former tax advantage of the life companies.’® Relief from the 
regular provisions of the 1955 law is provided new companies and 
certain small insurance firms. The thought behind such modifica- 
tions is the streagthening of the small and new companies in their 
competition with established companies. Another group of pro- 
visions in the new law is designed to prevent the benefits accorded 
to life insurance companies from being usurped by (1) finance 
companies doing a limited and restricted life insurance business and 
(2) accident and health insurers who sometimes try to avoid tax- 
ation as a casualty company by “manufacturing” life insurance re- 
serves through fictitious paper transactions.” 


Summary 

The Life Insurance Company Tax Act for 1955 provides no 
long-range solution for the tax problems of life insurance companies. 
In essence it reverts to the law of 1942 which was based upon the 
investment income approach to the taxing of life companies. Con- 
gress itself decided how much the companies were to pay in taxes 
by fixing the reserve deduction percentage at 85 per cent for amounts 
in excess of $1 million. It appears that this is another temporary 
measure although the Treasury is possibly prepared to suggest a 
gross income method in the next session of Congress. 


17 Taxation of Insurance Company Income, op. cit., page 3. 

18 Tbid., page 3. 

19 What Legislators Are Doing?” The Insurance Law Journal (March, 
1956), page 149. 

°° 7 axation of Insurance Company Income, op. cit., page 7. 
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Conclusions 


The preceding description of what the law has been from 1913 
until the present suggests the confusion that arises (1) from the 
lack of a theoretical approach, consistently applied, to the place 
of the insurance company in our economy and (2) from the income- 
determination problem inherent in all accounting, although magni- 
fied in insurance accounting because the conventional fiscal year 
approach can be applied only with difficulty to a business that deals 
in life-time contracts. 

Some possible theoretical bases for taxing life insurance com- 
panies can be recognized: 


1. Grant the essentially mutual nature of the larger segment of 
the industry and impose no federal tax upon mutual life insurance 
companies. This would suggest that similar exemptions be given 
other types of mutual savings institutions, but it might be justified 
on the basis of the social desirability of promoting the savings 
process. 

2. Apply to life insurance companies the present approach used 
in taxing mutual savings banks and savings and loan associations. 
This is to tax only retentions in excess of a stipulated percentage 
(now 12 per cent) of deposits. In the case of insurance companies, 
this would be a percentage of policy reserve liabilities. Any for- 
mula of this type would be tantamount to exemption from tax lia- 
bility, since, in most states, surplus build-up is limited to 10 per cent 
of required policy reserves. 

3. Tax the companies an amount equal to what would be paid 
by individual policyholders if each policyholders’ interest income 
had been disbursed rather than retained by the company to build 
up the reserve value of the policy. This appears to be an acceptable 
approach; moreover, it has the practical virtue of eliminating the 
knotty problem of separating required reserve interest from free 
interest. This theory has some support within the industry, but it 
is mandatory that the proponents of this approach demonstrate the 
technique to be used in determining how much tax would be paid 
if interest income were disbursed to policyholders. Clearly, this 
implies a statistical analysis of the tax brackets and marital status 
of policyholders. 

4. Tax the companies on some definition of free investment in- 
come. This is the plan that, in theory, has been in effect since 1921. 
Actually, in recent years the version of this approach written into 
the law has been an arbitrary one in that the industry has paid what 
the legislators have seen fit to impose. Congress seems to be guided 
by a value judgment as to whether the current law produces enough 
tax in view of the gross revenue of one of our largest industries. 
Any free investment income formula must be flexible since interest 
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rates are so basic to this approach and have been so variable. If this 
approach is to be continuously useful, a collateral theory relating 
free investment income to movements in interest rates needs to be 
devised. 

5. Revert to the total income approach of the 1913-20 era. As 
indicated above, the Treasury may endorse a return to this theory 
with an actual proposal probably to be presented in the next session 
of Congress. Since the detailed nature of the proposal is not known, 
analysis is not possible. However, the long attention of the Treas- 
ury to this formula indicates that the accounting and administrative 
deficiencies of the 1913-20 law may have been overcome. The me- 
chanics of income determination and record keeping may possibly 
now be reduced to manageable problems through the use of mod- 
ern electronic data processing equipment. The theoretical issue 
here is whether the total income approach does justice to the theory 
that underwriting operations are in essence a co-operative effort of 
policyholders to set up a self-insurance fund within the corporate 
structure of an insurance company and with the company handling 
the details of operation. 

In the literature on this subject the industry emphasizes the co- 
operative nature of the insurance process as it relates to underwrit- 
ing but is willing to concede the government's right to tax free 
investment income as determined by one of several highly technical 
and controversial formulas. The writer finds two weaknesses in the 
general industry position: (1) since the basic emphasis is upon the 
co-operative structure of the mutual company, it would be more 
consistent to propose complete exemption from income taxes and 
not to make distinctions between underwriting and investment 
sources of income; (2) the concession of equal tax status to the 
stock companies is illogical. If the industry is as competitive as im- 
plied, this generosity to the stock segment cannot be supported. 

The author believes that the approach outlined in number three 
above (1) represents a theoretically sound approach, (2) is equit- 
able to other types of savings institutions, and (3) may become 
practicable with the use of electronic data processing equipment 
for the purpose of annually classifying policyholders into tax 
brackets and allocating investment income to the more than 250 
million policies currently in force. This would make possible the 
collection at the company level of an amount equal to the tax reve- 
nue which would have been collected if interest earnings had been 
disbursed to individual policyholders. Many operational details 
need to be solved, but the theoretical approach to the tax problem 
appears to be a valid one. It is suggested that policyholders be re- 
quired to file information returns with the company indicating 
(1) taxable income, marital status, exemptions for taxpayers using 
short-form returns (1040A) and (2) the maximum tax rate applic- 
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able for taxpayers using long-form returns (1040). The data should 
provide the company with the information necessary to determine 
the tax which the policyholder would have had to pay if his share 
of net investment income had been credited to his account in a 
manner similar to the interest chart in a mutual savings bank. 
Clearly, the interest credit might not be taxable in the case of 
low income policyholders. This technique also implies a filing of 
the company return at a date which would provide a reasonable 
amount of time for the company to collect the pertinent data and 
determine its tax liability. 

In addition to the administrative problem of classifying policy- 
holders, three major considerations remain: (1) What expenses are 
to be deducted from gross investment income to determine net in- 
vestment income? Presumably, both underwriting and investment 
expenses would be deductible.** (2) What type of tax credit will 
be granted because of the state premium tax burden? (3) What 
percentage of net investment income is to be attributed to assets 
held to cover annuity contracts, settlement options, etc., on which 
income taxes will be paid directly by the payee? 

The writer offers no immediate solution to the problem of tax- 
ing the capital stock segment of the industry. It may be that the 
Treasury plan will develop some form of the total income approach 
which will be theoretically valid for the stock companies. 

*t Under the free investment income approaches of recent years only 
direct investment expenses have been deductible. 























ECONOMIC FACTS BEARING ON SOME 
“VARIABLE ANNUITY" ARGUMENTS: 


With Special Reference to Cyclical Price 
Fluctuations in Common-Stock and 
Consumer-Goods Markets 


WILLIAM A. BERRIDGE 


Metropolitan Life Insurance Company * 


This paper does not seek to present all of either the pro or the 
con arguments regarding the so-called “variable annuity.” Nor does 
it cover all of even the economic components of that argument. 
Likewise not treated are the many features which importantly dif- 
ferentiate the currently proposed sale of variable annuities—by com- 
mercial life insurance companies, through commissioned agents, to 
the general public—from those bought by teachers from the College 
Retirement Equities Fund, with its highly select market, its built-in 
safeguards, etc. (However, some such differences are briefly listed 
in the Appendix. ) 

Instead, this treatment seeks merely to bring together a few 
important, but apparently overlooked or forgotten, facts concerning 
cyclical price behaviors germane to that issue. The author, through 
all his years as a member of AAUTI, cannot recall any issue on 
which more impulsive and dangerous economic generalizations have 
appeared than in the variable annuity controversy which has been 
raging of late in both the academic and the business segments of 
the insurance field. Some of these arguments even fall into the class 
of glittering generalities which tend to stampede people’s thinking. 
It is thought that insurance teachers and other readers of this 
Journal desirous of coolly reviewing basic evidence may benefit by 
sharing some of the findings of this study. 

The findings submitted are concerned with cyclical behavior pat- 
terns of common stock prices, of the so-called “cost of living” (or 
more strictly consumer price index), and of wholesale commodity 
prices, over long periods. Cyclical behavior is here interpreted not 
only in the usual business-cycle sense, but also comprises the re- 
current vast effects of war and its economic aftermath upon price 
structures. Along with statistical and other historical reminders 

1The author cordially acknowledges the assistance of his colleague in 
both the Metropolitan and the AAUTI, Dr. Charles Moeller, and other 
associates. 
(71) 
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of how differently such kinds of prices behave, some reflections are 
included concerning economic and closely related psychological 
corollaries. 


Do Common Stock and Consumer Price Fluctuations 
Really Parallel Each Other? 


One prominent generality which needs to be examined and 
dissected is that common stock price averages and a consumer price 
index vary in substantially parallel manner, that is, (a) with fairly 
simultaneous timings and (b) with fairly equal degrees of violence 
in up and down movement. Not infrequently the thought is ex- 
pressed (or implied) that the two time-series show a “high correla- 
tion.” Any such belief in close parallelism is far from the truth. 
Yet it must be widely entertained, for it appears even among some 
thoughtful and well-informed observers who have given special 
attention to variable annuity matters. 

A case in point is the recent paper of J. Russell Nelson, “A Re- 
consideration of the Variable Annuity Theory.”? There he dissects 
the variable annuity argument into what he calls two underlying 
“hypotheses.” One concerned correlation: “investment in common 
stocks will provide relatively stable purchasing power over time;” 
the other, that “it would be possible to ‘invest pension funds at least 
as appropriately as the hypothetical and unmanaged fund repre- 
sented by market averages of all stocks.’” But he then too hastily 
concedes the validity of the first hypothesis and dismisses it as hav- 
ing been proved by variable-annuity proponents. He then devotes 
his entire paper to testing and disproving the second one. On the 
“correlation,” he says: 


“The first hypothesis was tested by comparisons between the 
cost of living index and a broad index of common stock prices 
for the period from 1880 to 1950. The data presented do show 
ny high correlation between living costs and stock prices, so 
that the hypothesis is supported. The second hypothesis appar- 
ently was accepted without testing.” * (Italics mine. ) 


To comment further upon the argument which Mr. Nelson makes 
to destroy the second hypothesis, would not only take space but 


2 Review of Insurance Studies, Summer 1956, pp. 90-8. 


3 Op. cit., p. 93. 

Mr. Nelson summarized his analysis of the second hypothesis by the 
following pithy statements: 

“Historically, investment companies have not done as well as the general 
market. [Their] portfolios experienced only 73 per cent as much appreciation 
as the general market, [from 1935 to 1955]... 

“Since in many respects investment companies closely resemble variable 
annuities, this may give an indication of what past performance of variable 
annuities would have been.” (Op. cit., pp. 97-8.) 
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would be irrelevant to the purpose of the present article. The 
only point in mentioning the incident is to show how that author’s 
ready acquiescence in supposing a close parallelism between com- 
mon stock prices and the consumer price index illustrates dramati- 
cally what seems to be wide acceptance of such parallelism as a 
proved matter. 


Monthly Curves Reveal What Annual Averages Partly 
Obscure 


Some part of the exaggerated view regarding parallelism comes 
about through the practice, fairly common among variable annuity 
proponents, of averaging fluctuations into the form of yearly arith- 
metic means, both for stock prices and for the consumer price in- 
dex.* But any such practice partly hides from view the fluctuations 
which one needs to see in order fully to analyze and interpret the 
true behavioral characteristics. As everyone knows, the stock market 
fluctuates violently within a year, or even within much shorter pe- 
riods—with important economic, psychological, and other conse- 
quences. That is why the two panels of Exhibit 1 are not plotted 
annually but monthly. Realities have been further recognized by 
measuring major and minor swings from the low closing day at the 
bottoms to the high closing day at the tops, and vice versa.® 

These monthly curves substantially avoid the objection to the 
partially blurring effect of annual-average charts and bring into 
the open a much clearer picture of (1) the true timing of the 
turning points and (2) the true extent of the up and down move- 
ments between turning points. 

Both monthly series are plotted back to 1900. The stock price 
series is the Dow-Jones composite for Industrials. It was chosen 
because it is such an important segment of the securities market 
and is statistically more homogeneous in character over this ex- 
tended period than some broader composites would have been. The 
guide lines connecting highs and lows of stock prices, along with the 
adjoining pairs of figures indicating the change in Dow-Jones points 
(and in percentages), are inserted in order better to help the eye 
to see, and the mind to understand, the violence or vertical sensi- 
tivity of the principal cycles. Also evident to the eye is the far 
lesser sensitivity in cyclical fluctuations of the full line, the U.S. 
Bureau of Labor Statistics consumer price index, henceforth called 
“C.P.I.” 


* That practice of showing yearly averages is used even by proponents of 
variable annuities who would adjust unit values more frequently than yearly, 
e.g., on a monthly basis. 

5To show the stock market history at intervals shorter than montiily for 
any such extended history as is needed, would present too difficult a problem 
to be here undertaken. 
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Stock Price and C.P.I. Fluctuations Differ Widely, 
in Two Respects 


In order to avoid any optical or mental deception in charting, 
both curves are plotted on a zero base, and on such proportional 
scales as make it easy for the eye to compare the two curves as 
to both the timings of turning points and the violence of movements 
between turning points. 

At a glance, one can see that the wildly bouncing stock market 
and the far gentler cyclical ebb and flow of the C.P.I. are character- 
istic of the two curves’ behavior throughout the charted period of 
more than a half century.* Note likewise the highly divergent be- 
havior of the two curves as to their turning points. As to both kinds 
of price characteristic, Exhibit 1 speaks for itself as a general his- 
tory and may merit further scrutiny of its divergent patterns. 


Focus on How the Two Indexes Contrast in Identical Periods 


For a more sharply focussed view of behaviors during identical 
periods, contrast the first two columns of the table in Exhibit 2 
which readily disclose how different in extent, and even in direc- 
tion, are the C.P.I. changes in comparison with the simultaneous 
stock market swings. Especially significant are those eight listed 
periods when common stock prices have dropped most startlingly, 
that is, by 40 per cent or more from monthly high to monthly low. 
During virtually all of those major stock market downswings, when 
an annuitant’s income would be cut, the C.P.I. either went down 
relatively little or even kept on upward. 

In several of the eight periods the behavioral differences border 
on the fantastic. During the two stock price dips of 48 and 86 per 
cent in the early 1930's, note how much more moderately the C.P.I. 
declined. Before then, several periods in the early 1900’s and during 
World War I showed contrasting sharp drops in stock prices with 
rises in the C.P.I. for the year-long span in 1937-1938, stock prices 
fell by 49 per cent; but the C.P.I. held virtually steady. In the final 
period here shown, from 1939 to 1942, stock prices dropped 40 per 
cent while the C.P.I. rose 15 per cent. 

Moreover, the table does not tell the whole story of some more 
recent divergences. As late as 1946, stock prices dropped by 23 per 
cent while the C.P.I. rose 13 per cent. In fact, by 1949 the latter 


® Yet these wide differences in vertical amplitude have no effect on a 
“correlation coefficient,” because its formula cancels out the “standard devia- 
tion” (absolute or relative) of any two series which are compared. Even if 
curve A fluctuates five, 10, or any other finite number of times as violently as 
does curve B (but behaves identically in all other respects), their correlation 
coefficient would nevertheless come out at + 1.00 or perfect! Though well 
known to statistics, that fact and related dangers in interpreting any “correla- 
tion coefficient” may provide a helpful warning to some readers. 
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had expanded to a 29 per cent rise, while stock prices still showed 
a 24 per cent drop. In the 12 months ending April 1957, the stock 
market was down by 13 per cent while the C.P.I. rose 2 or 3 per 
cent.” 

Incidentally, note too on the last column of Exhibit 2 how long 
a wait there was for stock prices to regain their initial high of a 
given cycle, once they started falling. These waits ranged from the 
shortest of 32 months to the longest of 302 months, a full quarter 
century. 

Economics and Psychology: Variable Annuitants Would 
Be Often Caught in “Tight Squeeze” 

Because of the now obvious differences in timing, and even 
more in violence, any attempt to correct for a mildly moving C.P.I. 
by using a wildly fluctuating phenomenon like stock prices would 
introduce more variability in economic well-being than it would 
eliminate. In other words, during economic recessions it would cre- 
ate a much tighter “squeeze” for the annuitant than he allegedly 
suffers now during a boom. Stated baldly, stock-price cycles—both 
big ones and lesser ones—would chronically tend to alternately 
penalize and over-reward for the supposed economic pressures upon 
the annuitant. It is almost a theorem, as Exhibit 1 demonstrates; 
and from it certain corollaries flow fairly directly. 

One corollary is that schemes of the variable annuity type (in 
which stock prices figure prominently) do not lessen or stabilize 
people’s suffering, but only change its timing and de-stabilize the 
suffering. The variable annuitant would “feel like a prince” during 
stock booms. But he would do his suffering during recessions. They 
would sharpen the pain, not only because of the inherently dispro- 
portionate degree of stock market drops, but also because (human 
nature being what it is) he would be prone to expand his scale of 
living during the bonzana days of the market's up-side. Hence he 
would all the more “feel like a pauper” because of the enforced 
contraction of his living standard on the market’s down-side. In 
light of the facts, is it not probable that formulas in which stock 
markets figure prominently would be a step backward, rather than 
forward, in the quest for cyclical stability of annuitants’ economic 
well-being and psychological tranquility? 

“People are human beings”—not automatic machines set in mo- 
tion according to some mathematical formula. It does not matter 
what procedure or timing may be adopted under a particular vari- 
able annuity plan for determining income payments that depend 


‘At this writing (mid-August), the latest stock market drop from mid- 
July shows already a fall of nearly 7 per cent for that one month alone, while 
the C.P.I. continues to rise. (That is not, of course, plotted on the chart, 
since final August data are not yet available. ) 
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considerably upon the course of stock prices. Imagine the alternat- 
ing exhilaration and anguish in the annuitant’s mind between settle- 
ment dates as he watches in his daily newspaper whatever may be 
going on in the stock market. How much longer and deeper will a 
downswing go before it stops—while his living cost is going down 
much less, or perhaps up? 

Annuitants, being for the most part elderly, form a segment of 
our people for whom such arbitrarily introduced fevers and chills 
would be hardly conducive to the peace of mind than annuities are 
supposed to provide after retirement. Proponents of the variable an- 
nuity argue that the holder of a constant payment annuity would 
suffer during inflation because of lost purchasing power. But why 
jump out of the frying-pan into the fire? Can the present suffering 
—softened by prosperity, full employment, and the ready possibility 
of earning supplementary income—be compared with the intensified 
hardships and mental anguish of the variable annuitant during a 
period of recession and unemployment? And long averages hold 
little consolation to an annuitant who, if 65 years old and male, has 
a mean life expectancy of only 15 years. 

Moreover, those same alternate waves of exhilaration and an- 
guish mentioned above would also affect the prospective annuitant 
during his accumulation period. Especially during stock price de- 
clines, many would “get cold feet” and “pull out” of their variable 
annuity contracts at the very time when they should keep on to gain 
the advantage of dollar-averaging his purchases between lows and 
highs. Of course that de*ermination is affected by corporate divi- 
dend payments too, and they in turn by corporate earnings. But 
both are likewise strongly cyclical, as everybody knows. They are 
here omitted, as being not a matter of price behavior and as en- 
croaching too much upon the available space. 


Whom Does the C.P.I. Not Cover? and How Do Its 
Components Deviate? 

Another consideration worth bearing in mind when weighing 
arguments of the-.variable annuity type is that the C.P.I. commonly 
cited is not truly applicable to all occupational, income-bracket, or 
other economic groups. Extremely few other C.P.I. series are avail- 
able—that for farmers being one. The urban worker index of the 
U.S. Bureau of Labor Statistics is based upon a sampling which 
heavily weights the low and middle income industrial and clerical 
workers in cities and towns. In recent years it has been somewhat 
broadened; but during most of its history, this most-cited index 
has covered a narrow class of industrial workers hardly represen- 
tative of the whole population. According to the author's reckon- 
ing, some three-fifths of present families belong in groups not 
even indirectly represented by the Bureau’s C.P.I. Over its history 
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the area that is not covered may well comprise three-fourths of the 
population. 

The dissection of the C.P.I. by groups of items, as given in Ex- 
hibits 3 and 4, helps throw some indirect light on the matter of the 
unrepresented types of people. Various professional and other occu- 
pational groups, as well as various income brackets, differ noticeably 
in their family budget habits, and therefore in the relative weights 
which different groups of items bear upon a price index for a given 
type of consumer. There is even “Engel’s law,” according to which 
the percentage weight of foods in a family’s budget varies inversely 
with its income. Foods (and clothing) are among the groups of 
items subject to the widest price fluctuation, as Exhibit 4 clearly 
shows,’ for two war periods, as well as in between. Similar, though 
of course less conspicuous, deviations appear in the shorter period 
covered by the table in Exhibit 3. 


Exhibit 3 





Some Changes in Level of 
Consumer Prices,* By Groups of Items, 
For Moderate-Income Urban Families 
(Ranked in order of latest level in relation to 1947-49 Average) 





June June duly June Jan. 
1957 1956 1953 1950 1947 


(Korean War) 
1. Medical Care 1364 132 122% 105% 93% 
2. Transportation 135 127 130 110 88 
3. Housing & 126 121 118 105 93 
Household Operation 
4, Miscellaneous 125 122 118 * 10% 95 
Goods & Services 
5. Personal Care 124 120 113 99 97 
6. Food 116 113 114 101 91 
7. Reading & 112 108 107 103 95 
Recreation 
8. Apparel 107 105 104 97 9 
All Items 120 116 115 102 92 





* U.S. Bureau of Labor Statistics. 











® Exhibit 4 embraces (mostly at monthly intervals) the period from 1915 
through 1952 only, because subsequently the B.L.S. not only shifted its base 
(from 1935-39 to 1947-49) but also regrouped the budget items in ways not 
sufficiently comparable with its previous practice. 
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1915-1952 COURSE OF 


CONSUMER PRICES,*BY GROUPS OF ITEMS, 
FOR MODERATE-INCOME URBAN FAMILIES 


% OF 1935-39 AVERAGE 
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In the light of the facts above, the reader can readily infer that 
anyone would be victim of a glittering generality if he placed much 
reliance upon the general applicability of the C.P.I. commonly cited. 
Such light as is thrown upon the matter by the available data on 
family budgets and buying habits leads to serious doubts on the 
point. It seems probable that a substantial number of people in 
various economic groups have a C.P.I. pattern appreciably different 
from that constructed by the Bureau of Labor Statistics. Hence the 
general average pattern for the whole population might also be 
different. It might not be timed much differently, but it might well 
have a different (and perhaps narrower ) amplitude. 


The Role of Wars in Inflations 


Another important and relevant fact about price patterns—well- 
known, but often overlooked—is the extremely important role of 
war and its economic aftermath. Any price history pertinent to the 
variable annuity argument, whether for the study of war effects or 
for other purposes, should be as long a one as possible. Yet the 
common practice among proponents of this scheme has been to run 
the Consumer Price Index back only to about 1880, which was not 
far from an historic low. Equally accessible in Government publi- 
cations are earlier data back to the first quarter of the 19th century 
for the C.P.I.° and to the middle of the 18th century for the whole- 
sale price index.'® 

On Exhibit 5 are shown both price histories as far back as they 
are published by the Government. Wars there stand out like a whole 
series of pikestaffs. This role of wars in producing inflation so im- 
pressed the U.S. Bureau of Labor Statistics that it published this 
long history of wholesale prices with each war emphasized by a 
picture of a soldier in the uniform of that day, crouched and boost- 
ing the price curve." 

Even though two of the wars (Mexican and Spanish-American ) 
were too short and slight to affect the course of prices, the other 
five had very substantial explosive effects: (1) the American Revo- 
lution, (2) the Napoleonic Wars and the War of 1812, (3) the War 
between the States, (4) World War I, and (5) World War II with 
its Korean sequel, which in 1950 was an important factor in causing 
prices to turn upward so sharply again, after their unusual failure 
to dip substantially in the early post-war aftermath. 

And what happens between wars? The past half century well 
illustrates the significance of the sharply contrasting war and peace 


® “Historical Statistics of the U.S., 1789-1945: A Supplement to the 
Statistical Abstract of the U.S.” 1949, p. 235. 

10 Op. cit. pp. 231-5. 

1 See Chart F-11, “BLS Chart Series (1946).” 
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periods. During the peacetime interim from the late 1890’s to about 
1914 wholesale prices trended moderately upward; but during 
World I and its aftermath they shot ahead, from around 45 to over 
100 per cent of their 1947-49 base. During the peace-time span 
from 1924 to 1939, prices actually eased off—at first in spite of “New 
Era” prosperity and thereafter because of depression. But they 
again bolted upward after the fall of France in 1940 and during 
World War II and its aftermath, from about 50 to 115 per cent at 
the time of the Korean hostilities. After a slight intervening dip, 
prices have now risen to a somewhat higher level. The C.P.I. has, 
during most of its 137-year history as recorded by the dot line on 
Exhibit 5, behaved in a pattern similar, in general, to that of the 
wholesale price index. 


Price History Shows Long Periods of Downtrend; By No 
Means Forever Rising 


Also important to recall is another often forgotten fact. Not only 
during the period from about 1922 through 1928 (before depres- 
sion set in), but also at several earlier periods in history, the price 
curve has trended down for as much as 10, 20, or sometimes almost 
40 years at a time; and those are no short periods! Observe, for in- 
stance, the quarter century and more of general downtrend (though 
with short business-cycle fluctuations superimposed upon it) in both 
wholesale prices and C.P.I. during the period from the late 1860's 
until almost 1900. 

Recall, too, that during the period since the Korean hostilities, 
even though accompanied by an almost continuously feverish rate 
of industrial and other economic activity and a bull market in stocks, 
the C.P.I. nevertheless remained fairly stable until a year ago. Even 
wholesale prices were reasonably level until about two years ago. 
Does not that price stability in the face of those upward pressures 
tend to imply a fundamentally downward pull on the long-term 
price trend? 

Price inflation, whether of the so-called “creeping” or the “gallop- 
ing” variety, is by no means inevitable. There is nothing inherent 
in the nature of our economy which requires a more or less continu- 
ous and gradual increase in the price trend, for successful operation 
and sustainable economic growth. And an increasing number of 
reputable economists are coming to believe that the price level 
need not and will not continue upward in the future. To accept the 
theory that inflation is inevitable has been rightly called both self- 
defeating and dangerous.’” 


12 Space limitations prevent airing at length here the question of whether 
creeping inflation is either inevitable or beneficial. 
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The Need for Keeping Historical and Economic Perspective 


History and the lessons from it are easily forgotten, even by 
those who have once studied them. Some observers, in apprais- 
ing the recent economic situation, apparently allow their thinking 
to be conditioned too much by the fact that the past dozen years 
have witnessed a virtually uninterrupted rise in prosperity—the 
longest and strongest in history. In 1929, after a shorter boom, 
many observers were moved to appraise it as a “New Era.” There- 
fore what is more natural than to find widespread now a similar 
line of thinking, conditioned by the still longer and stronger rise? 
Is it sound to believe that, this time, we really are in a perpetual 
“New Era”? Is not the stock market still a “Two-way Street”? 

Many think (or imply by their actions) that this long prosperity 
and bull market will forever continue strong, or even continue to 
rise. They admit there may be a few recessions, but aver that these 
will be few, or mild, or both. Further, they argue that the longer 
such a market prevails the more likely it will continue. 

But some others, with better economic perspective, think that 
this market contains a substantital element of cyclical bulge rather 
than of true long-run trend. These consider that the longer such 
a market prevails, the less likely it will be to continue without re- 
cessions that are many, or sharp, or both. 

If views of the latter tenor are less seen in print, the cause may 
simply be an “inverse correlation” between the proneness to think 
with perspective and the proneness to write prolifically! 


Anomaly: Inflation, Variable Annuities, and the Institution 
of Life Insurance 


Reflection readily discloses other manifestations of how people’s 
thinking tends, all too often and all too much, to be engendered by 
the conditions prevailing at the time or shortly before. After all, 
the variable annuity is really just one species within a broader genus 
embracing many types and subtypes. Some related species are vari- 
able insurance, index policies, purchasing-power bonds, the com- 
modity dollar, escalator clauses in wage contracts, and diverse other 
variants. 

All have a long history, doctrinal and in some cases operational, 
here or abroad or both. They always sprout at times like this when 
we all should be especially on guard to keep our perspective by a 
healthy mental discounting of these concomitant “issues.” And all 
have one feature in common: they constitute a superficial or “poul- 
tice” treatment. They fail to attack the price-cycle disease itself; 
they even create an acquiescence in price rises which tends to de- 
flect serious attention from the basic causes. 

The proposed sale of variable annuities by commercial life in- 
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surance companies to the general public would particularly tend 
in that direction, because it would create a business incentive for 
promoting such acquiescence, as a help toward augmenting the 
market demand for such a product. But do not the life insurance 
companies—with their 100 million and more of insurance and an- 
nuity policyholders, and their other long term investment contracts 
—have a special interest in not thus inhibiting attention and action 
directed toward heading off inflation? So is there not a serious 
anomaly here? 

Why should such a speculative device as the variable annuity 
be sold by such an institution as commercial life insurance com- 
panies? They enjoy a hard-earned and highly-prized reputation 
for delivering a measurably valid quid pro quo, instead of some- 
thing so “iffy” as a stock-backed speculation where the policyholder 
takes the risk. 

The institution of insurance is based upon the foundation of 
guaranteed values. The adoption of the variable annuity, which 
provides for no such guarantee at all, is fraught with the danger 
of adopting a course that would be hard or perhaps impossible to 
reverse. And in the long run would it not tend to undermine the 
institution of true insurance? 


Appendix 
(Referred to at page 71) 


SOME OF THE STRUCTURAL, ECONOMIC, AND PsYCHOLOGICAL 
Features WHICH DIFFERENTIATE (FROM C.R.E.F.) 
THE PROPOSED SELLING OF VARIABLE ANNUITIES BY COMMERCIAL 
Lire INsuRANCE COMPANIES THROUGH COMMISSIONED 
AGENTS TO THE GENERAL PUBLIC . 


No continuing built-in (50 per cent or other) limit on the propor- 
tion of variable to total annuity premium; 


No immunity from charges of “concentrated economic power,” en- 
joyed by C.R.E.F. because its limited clientele can never grow 
large enough to make it vulnerable thereto; 


No such highly select clientele, in regard to educational attainments; 


No necessarily widespread use of employer-employee contribution 
plans, with set proportions of income devotable to annuity pre- 
miums; 

No such high employment- and income-stability as professors en- 
joy; 
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No indication that company managements would be able to real- 
ize the claimed advantage of dollar-averaging, since the general 
public would be less willing and able to keep up premium pay- 
ments during depressions; 


No assurance that cash value and loan provisions would be barred, 
as in C.R.E.F.; 


No charitable foundation (Carnegie) to perhaps come to the aid 
of participants in case of need. 











A NOTE ON MORTALITY TABLES 
AND INTEREST RATES 


WrtitiaM M. Howarp 
University of Florida 


The rapid advancement of medical science has improved life 
expectancy to a measurable extent in our generation. One result is 
that mortality tables used by insurance companies become obso- 
lete in a relatively short time. The Commissioners’ 1941 Standard 
Ordinary Mortality Table (frequently referred to as the “CSO 
Table”) is already considered out-of-date by some authorities. The 
suggestion has been made that a new mortality table be developed 
on the basis of more recent experience to take its place. The Amer- 
ican Experience Table, in contrast, was first published in 1868 and 
was the standard by which most ordinary life insurance reserves in 
the United States were valued until it was replaced by the CSO 
Table. 

Improved mortality reduces the cost of life insurance if other 
factors influencing cost remain unchanged. But other factors do 
not remain unchanged; interest rates show a secular decline. It is 
interesting to note the extent to which changes in interest rates used 
in premium computation offset improvement in mortality. 

The extent to which decreases in interest rates offset improve- 
ments in rates of mortality is striking indeed. There is relatively 
little difference in net level premium rates for whole-life insurance 
at ages less than 45 under the four actuarial bases considered. A 
Roman of the second century A.D. could have purchased life in- 
surance at about the same rates we pay today had actuarial science 
and marketing processes been adequately developed. Rates based 
on Halley’s Table, the American Experience Table, and the CSO 
Table show only small differences, even at more advanced ages. 

Many different mortality tables have been prepared for various 
purposes. They reflect, with greater or less accuracy, patterns of 
mortality for various populations. The first mortality table of which 


1 This does not mean that the adoption of a new mortality table as the 
basis of reserve valuation would reduce the cost of insurance. Improved 
mortality reduces the cost of insurance even though reserves are valued on 
the basis of an obsolete mortality table. The cost of insurances issued on a 
participating basis is reduced through increased dividends to policyholders. 
The cost of currently issued non-participating life insurance is reduced through 
reduction in premium rates. 
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Net ANNUAL PREMIUM FoR $1,000 on Ornprvary Lire INSURANCE 
BAsED ON SELECTED MorrTairy TABLES AND INTEREST RATES 


2nd Century A.D. 1693 1868 1941 
age of Ulpianian Table Table American Experience CSO Table 
insured 10% 8% 244% 

20 $ 13.40 es 15.97 $13.48 $12.49 
25 17.40 18.75 15.10 14.60 
30 19.40 22.01 17.19 17.22 
$5 27.00 25.90 19.91 20.50 
40 19.90* 29.81 23.50 26.65 
45 36.10 35.06 28.35 30.00 
50 66.90 41.34 35.99 36.90 
55 106.30 48.55 44.13 46.01 
60 147.90 59.68 56.83 58.18 
65 160.30 76.02 74.65 74.65 
70 174.40 101.62 99.84 97.20 


* The low rate at age 40 under the Ulpianian Table results from the rather peculiar 
pattern of mortality indicated by the table. No deaths are indicated between age 40 and 


age 50. 

Sources: Premium rates for the Ulpianian Table were computed by this writer using 
approximate methods. Premium rates for Halley's Table are taken from Edwin James 
Farrer, “The History of Assurance,” The Insurance Magazine, Volume 1, page 46. Pre- 
mium rates for the American Experience Table and the CSO Table are available in various 
publications. 


there is any record is the “Ulpianian Table.”? It was constructed 
by Ulpianus, a Roman lawyer, in the second century A.D. Although 
the Romans did not insure lives to any appreciably extent, the grant- 
ing of annuities by individuals was fairly common. Thus, one per- 
son might agree to make certain specified periodic payments as 
long as another person might live. Since Roman law provided that 
one must leave at least one-fourth of his estate to his legal heirs, 
it was necessary to evaluate the liability of the estate of a decedent 
for annuities that he had granted. Ulpianus devised his mortality 
table to make such valuation possible. 

Just where Ulpianus got the information on which the table is 
based is not known. Some scholars think he used actual vital sta- 
tistics which were recorded in Rome. Others think the figures in the 
Ulpianian Table were based on nothing more than good judgment. 
In any case, it is interesting to note that the Ulpianian Table pro- 
vided the most reliable guide to mortality rates for almost 1500 
years; and when a table was finally constructed on the basis of 
actual records of deaths, it indicated life expectancy at various ages 
remarkably close to those of the Ulpianian Table. 

The first mortality table that we can say with confidence was 
an improvement over the Ulpianian Table was constructed in 1693 

2 For further discussion of the Ulpianian Table see Marquis James, The 
Metropolitan Life (New York: The Viking Press, 1947), pp. 6-9, and Frederick 
Hendricks, “Contributions to the History of Insurance and the Theory of Life 
Contingencies, with a Restoration of the Grand Pensionary De Wit’s Treatise 
on Life Contingencies,” Journal of the Institute of Actuaries, Vol. 2, pp. 222-58. 











90 The Journal of Insurance 


by Edmund Halley, the discoverer of Halley’s Comet. Halley based 
his table on the mortuary register of the German city of Breslau 
in which death, together with age at death, had been recorded over 
a five-year period. The 5,869 deaths recorded was a large enough 
number to produce meaningful results. 

In succeeding years a large number of mortality tables were con- 
structed for the purpose of computing annuity rates and life in- 
surance rates. The Northampton Table (1783) and the Carlisle 
Table (1815) are two that were fairly widely used. The American 
Experience Table, constructed in 1867 by Sheppard Homans, surely 
the best known American life insurance company actuary of the 
19th century, was one of the most important tables used in life in- 
surance computations for many years. There is still a large volume 
of life insurance in force based on the American Experience Table. 

By the middle 1930's a good deal of criticism and misunderstand- 
ing of the practice of using a table as out-dated as the American 
Experience Table had developed. In 1936 the National Association 
of Insurance Commissioners appointed a committee to study the 
need for a new mortality table. The result was the Commissioners’ 
1941 Standard Ordinary Mortality Table. Standard valuation and 
nonforfeiture legislation in effect in all states make the CSO Table 
a basis for valuing ordinary ‘ife insurance reserves. 

To find out what life insurance would have cost at various times, 
if it had been available and if its cost had been based on the mor- 
tality tables discussed, it is reasonable to make calculations based 
on the various tables at different rates of interest. There is a good 
deal of room for judgment in selecting appropriate rates of in- 
terest, but perhaps it is not unreasonable to use a rate of ten per 
cent for calculations based on the Ulpianian Table, six per cent for 
calculations based on Halley's Table, three and one-half per cent 
for calculations based on the American Experience Table, and two 
and one-half percent for calculations based on the CSO Table.* 


5 Roman legislation limited the rate of interest on certain types of loans 
to as little as four per cert per year. On the other hand, there is evidence 
that some loans were made to foreign governments at rates as high as 66 
per cent per year. The selection of a six per cent rate of interest for calcula- 
tions based on Halley’s table is arbitrary, but probably on the conservative 
side. This is the rate used by Mr. Edwin James Farren in an article, “The 
he ea of Insurance” published in 1852 in “The Assurance Magazine.” (See 

The use of interest rates of three and one-half per cent for computations 
based on the American Experience Table and two and one-half per cent for 
computations based on the CSO Table is justified by company practices. A 
considerable volume of insurance was put in force on these actuarial bases. 

For an interesting discussion of interest rates in various periods of time, 
see “On the Rates of Interest for the Use of Money in Ancient and Modern 
Times,” by William Barrick Hodge, Journal of the Institute of Actuaries, 
Velume 6, pp. 301-13. 
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A comparison of premium rates similar to that indicated in the 
foregoing table was made by Mr. Edwin James Farren more than 
a hundred years ago in his paper “The History of Insurance,” * pub- 
lished in 1852. Mr. Farren compared premium rates based on Hal- 
ley’s Table at six per cent interest with premium rates based on the 
Registrar General's Table of Mortality for Males (1844) at three 
and one-half per cent interest. The final sentence of his article pro- 
vides an appropriate conclusion for this note: “A comparison of 
(these) rates, renders it scarcely an exaggeration to say, that the 
public might safely have availed themselves of Dr. Halley’s skill 
and the benefit of Life Assurance, 160 years ago, upon nearly the 
same terms deduced from the first Table of Mortality, and the rate 
of interest then current, as can now be granted to the public, with 
a reduced rate of mortality, and a corresponding reduction in the 
interest of money.” ® 


* Edwin James Farren, op. cit., page 46. 
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Appendix 
Ulpianian Table Halley’s Table 
Age e;° Age lL, Age L 

0-20 30 1 1000 43 417 
2 855 td 407 
20-25 28 3 798 45 397 
4 760 46 387 
25-30 25 5 732 47 377 
6 710 48 367 
30-35 22 7 692 49 357 
8 680 50 346 
35-40 20 9 670 51 335 
10 661 52 324 
40-41 19 ll 653 53 3138 
12 646 54 302 
41-42 18 13 640 55 292 
14 634 56 282 
42-43 17 15 628 57 272 
16 622 58 262 
45-44 16 17 616 59 252 
18 610 60 242 
44-45 15 19 604 61 232 
20 598 62 222 
45—46 14 21 592 63 212 
22 586 64 202 
46-47 13 23 579 65 192 
24 573 66 182 
47-48 12 25 567 67 172 
26 560 68 162 
48-49 ll 27 553 69 152 
28 546 70 142 
49-50 10 29 539 71 131 
30 531 72 120 
50-55 9 $l 523 73 109 
32 515 74 98 
55-60 7 83 507 . 75 88 
34 499 76 78 
60 and over 5 85 490 77 68 
36 481 78 58 
37 472 79 49 
38 463 80 41 
89 454 81 34 
40 445 82 28 
41 436 83 23 
42 427 84 20 

* The Ulpianiai Table is expressed in terms of life expectancy, or more precisely, 

the single premium that would be required for a unit annuity payable throughout the life 

of the annuitant. 














IS THE INSURANCE INDUSTRY ATTRACTING 
YOUNGER MEN? 


THEODORE BAKERMAN * 


Duquesne University 


During recent years there has been considerable controversy 
concerning the ability of the insurance industry to attract college 
graduates. These young people have been the object of intense 
competition among industries. This paper does not give a definite 
answer to the question of how the insurance industry is making out 
in this competition. It does provide material for some inference. 
For all males in the age groups in which recent college graduates 
are found, as well as for other age groups, it provides some direct 
information. 

The term “attracting” is used here in a somewhat narrow sense. 
During the course of a year, many persons work in more than one 
industry. The U. S. Bureau of Old-Age and Survivors Insurance 
compiles sample data on the total number of workers who are em- 
ployed in each covered industry at any time during a year. In 
addition, it segregates workers according to the industry in which 
they earned the majority of their income during the year, this being 
called their major industry. The data that are used in this paper 
are major industry data, thus excluding numerous persons whose 
attachment to the insurance industry is somewhat doubtful. 

The figures shown in Tables I and II are for 1953, these being 
the latest data available. Similar information for 1954 will not be 
tabulated and that for 1955 will not be available until the latter 
part of 1957. Breakdowns by five year age groups are presented for 
the United States as a whole and for the two components of the 
insurance industry, viz., insurance companies and insurance agents, 
brokers, and services. Ages are those at birthdays in 1953. 

The age distributions in the insurance industry are, of course, 
not solely the result of the attractiveness of the industry to those in 
various age groups. The hiring preference of the industry is also a 
highly important factor. With this in mind, a comparison of the 
position of the insurance industry in relation to all covered indus- 

* The writer is indebted to Victor Christgau, Director, and Alvin M. David, 
Assistant Director, of the U.S. Bureau of Old-Age and Survivors Insurance for 
making the data in Table I available prior to their publication elsewhere. 
Their gracious and ready cooperation is appreciated. 
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tries in the country can be made from Table II, where the writer 
has computed the percentage distribution of males by age. 

If the insurance company segment of the insurance industry be 
compared with all covered industries in the country, there is a 
marked deficiency in the percentage under 20 years old among 
those whose major job was with insurance firms. In large part 
this may be due to the preference of insurers for college graduates 
when they hire young men. The analysis of the age group from 20 
to 24 years is a speculative one. If it be assumed that insurers 
hiring young people do prefer college graduates, then the average 
age of such persons hired would be in the upper half of the 20-24 
age group. This is based upon the average age of graduating seniors. 
This also assumes favorable labor supply conditions. Evidence exists 
that the proportion of insurance company employees in the older- 
half of the 20-24 age group exceeds the corresponding percentage 
in all covered industries. The first support for this lies in the fact 
that the percentage of all workers employed by insurers rises sharply 
from 6.1 per cent of the total in the 20-24 age group to 15.8 per cent 
in the 25-29 group. Secondly, the rise in percentages in the first 
three age groups in all covered industries is more gradual than is 
the case for insurance companies. 

If the insurance companies are getting more than their share of 
those in the upper half of the 20-24 age group, then they are prob- 
ably getting more than their share of college graduates. However, 
this does not provide an answer to the more pertinent question of 
whether the companies are getting their share in competition with 
other industries desiring college graduates. 

In the 25 to 29 year age group and in the 30 to 34 year age 
group, the comparative superiority of insurers in relative ability to 
attract males as compared with that of all covered industries is 
marked. Nevertheless, it must be emphasized that the analysis here 
is, essentially, a static one, and could be modified by information on 
accessions and separations. 

The age distribution of the insurance agents, brokers and serv- 
ices segment of the insurance industry shows a clear deficiency in 
the first three age groups when compared with the age distribution 
for all covered industries. There is a slight excess in this insurance 
industry segment in the 30 to 34 year age group, but this is reversed 
in the next three age groups. Beginning with the 50 to 54 year age 
group, there is an excess in the proportions of total in all age groups 
in the insurance agents, brokers, and services industry as compared 
with corresponding figures for all covered industries. From these 
data, it would appear that this insurance industry segment has been 
relatively unattractive to younger men. To reiterate the point made 
earlier, part of this deficiency is, doubtless, due to industry hiring 
preference. 

















Age Total, All 
Group Industries 
Under 20 years 3,112.6 
20 to 24 years 3,533.1 
25 to 29 years 4,905.7 
30 to 34 years 4,950.1 
35 to 39 years 4,701.4 
40 to 44 years 4,305.0 
45 to 49 years 3,794.0 
50 to 54 years 3,109.9 
55 to 59 years 2,589.6 
60 to 64 years 2,020.1 
65 to 69 years 1,205.4 
70 to 74 years 501.8 
75 years and over 237.4 

Total 38,966.2 
Unreported 84.3 
Grand Total $9,000.5 


Source: U.S. Bureau of Old-Age and Survivors Insurance 


Is the Insurance Industry Attracting Younger Men 
TABLE I 


Mace Workers, sy INpustry OF Major Jos AND AcE, 1953 


(based on 1.0% sample) 








Insurance 
Carriers 


9.3 
21.8 
56.8 
54.7 
44.8 
42.0 
40.6 
32.4 
25.6 
18.8 

7.4 

3.4 

2.2 


359.8 


A 


360.2 


TABLE II 


Per Cent DistTripuTION OF MALE WorKERS BY INDUSTRY OF 
Major Jos anp Aces, 1953 
(based on 1.0% sample ) 


Age Total, All 
Group Industries 
Under 20 years 8.0% 
20 to 24 years 9.1 
25 to 29 years 12.6 
30 to 34 years 12.7 
35 to 39 years 12.1 
40 to 44 years 11.0 
45 to 49 years 9.7 
50 to 54 years 8.0 
55 to 59 years 6.6 
60 to 64 years 5.2 
65 to 69 years 3.1 
70 to 74 years 1.2 
75 years and over 6 

Total 100.0% 


Source: Computed from Table I. 


Per Cent of Workers 


Insurance Agents, 
Brokers and 


Insurance 
Carriers 


2.6% 


6.1 
15.8 
15.2 
12.5 
11.7 
11.3 

9.0 

7.1 

5.2 

2.1 

9 
6 


—_—_—_ 


100.0% 


Number of Workers (thousands) 
Insurance Agents, 
Brokers and 
Services 


2.9 
5.2 
12.4 
16.8 
15.0 
12.0 
12.2 
13.5 
13.4 
10.9 
7.7 
4.3 
3.6 
129.9 
0 


129.9 


Services 
2.2% 
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Book Reviews 


CONSUMER ECONOMICS. By James N. Morgan. Prentice-Hall, Inc., 
New York, 1955. 440 pages. $6.00. 


Reviewer: William T. Beadles, Vice President and Dean of the Uni- 
versity, Illinois Wesleyan University. 


This review relates only to Chapter 6, “Risks and Insurance.” 
Instead of reading a new book straight through, it is the custom 
of this reviewer to start with the chapter or section which deals 
with the subject with which he feels he is best informed. Such was 
the case with this book. 

Since this reader has been teaching courses in consumer prob- 
lems and consumer economics for many years, he was interested in 
seeing this new book in this field. Turning directly to the chapter 
on risks and insurance, his reactions were first amazement, then 
disappointment and finally, resentment that so important a subject 
was dealt with in such an unscholarly manner. Here is documenta- 
tion of the sources of and reasons for this negative reaction. 

The author of Consumer Economics says, “auto liability insur- 
ance, which insures against suit from someone . . .” (page 145). Of 
course, the insurance doesn’t do anything of the kind. This state- 
ment is one of many from this one chapter which is completely 
false and misleading. The same sentence, with some deletions which 
do not change the meaning, reads, “Auto liability insurance . . . is 
required by law in some states.’ This statement was not true at the 
time this book was printed. 

In many places throughout this chapter, there is evidence of 
what appears to be either a prejudice against or a failure to under- 
stand the operations of mutual companies. Throughout, the author 
states that it is mutual companies which charge excess premiums in 
order to return dividends to the policyholders (page 152 for one 
example). The fact that many stock companies issue participating 
policies of exactly the same nature of those of mutual companies is 
either ignored or not known. 

In two different places there is a statement that “there is no such 
thing as self insurance” (one is on page 145). In another place 
(page 155), the author states that it is meaningless or incorrect 
“to call term insurance temporary insurance.” 
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On page 158, the author says that endowment policies “mature 
either at the end of a stated period or at some age, such as 65.” He 
ignores the fact that they also mature whenever death occurs 
within that stated period or before that stated age. There is not a 
word in that paragraph which is devoted to the subject “endowment 
insurance” to indicate this point. It might be said that the thought 
is implied, and yet Consumer Economics is intended to be a text 
for students who presumably are not well versed in insurance. Such 
students would have a strange concept of endowment insurance 
after reading this paragraph. 

The author states that the waiver of premium provision “simply 
says that if you are unable to work you need not pay the premium 
during that period” (page 161). That’s an interesting concept and 
might do for parlor conversation, but this reviewer objects strenu- 
ously to such a statement in a college text. Continuing (on page 
161), Mr. Morgan says with regard to the waiver of premium pro- 
vision, “such a provision seems unnecessary if the disability is 
temporary, and if the disability is permanent there is no point in 
keeping the insurance anyway.” The comment about lack of need 
if the disability is temporary reminds me only of Monday morning 
quarterbacking. The idea that there is no need in keeping the in- 
surance if the disability is permanent appears to violate completely 
a principle which the author set up earlier in this chapter for deter- 
mining the amount of insurance which a person should have. 

As a sample of the positive pronouncements which leave no 
room for any differences of opinion, this can be used: “If there was 
any need for insurance on the wife, it was temporary, and also ends 
after the children leave home.” It should be noted that this quota- 
tion did not refer to any specific situation but expresses a generaliza- 
tion. 

On page 163 is the statement that “most companies are mutual 
companies.” Following this highly questionable statement, Morgan 
goes ahead to imply his usual error that only mutual companies pay 
dividends to policyholders. On the same page he tries to tell how 
to “compare companies” and then in his illustration compares only 
the cost of different policies without any reference whatever to 
individual companies. 

Another interesting idea is expressed in the following words 
(page 166): “Until 1948, the cash surrender value of the policy, 
and the amount you could borrow on it, were almost as large as the 
reserve, but since then they are considerably less for the first 
10-20 years.” Throughout the chapter there is evidence of a com- 
plete lack of understanding of what the reserves of a life insurance 
company are. Let it be added that Morgan is not alone among the 
textbook writers, even those of life insurance texts, in this regard. 
On page 152, he refers to “accumulate reserves.” On page 155 is 
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reference to “building up a reserve which, together with any inter- 
est it earns,” and then later on in that same sentence, “the reserve 
helping to pay the face value.” There is at least one other reference 
(page 156), to the effect that the reserve “earns interest” and in 
another spot (page 166), the author says that the company invests 
the reserve for the policyholder. All of this is utterly ridiculous 
since the reserve js a liability of the insurance company. 

Again, with reference to surrender values, this sentence on page 
156 is one which insurance teachers will appreciate: “particularly 
since 1948, companies have a system where the cash surrender value 
of the policy, if you cancel it, is less than the value of the reserve, 
and the amount you can borrow on it is also less than the reserve.” 
The first three quoted words make this statement very interesting. 

There are different degrees of what could be called misinforma- 
tion in this chapter. It appears to be typical of the discussion that 
the treatment of family income policies states that “they provide for 
$10.00 a month from time of death until the end of 20 years after 
the policy was taken out . . . ,” (page 158). There is no indication 
that there can be a family income policy which pays more than one 
per cent a month and no indication.that such a policy may provide 
the monthly payments for any period of time other than 20 years. 

The author's tendency to make sweeping generalizations on the 
basis of insufficient evidence may be illustrated by his statement 
(page 161) that industrial “agents are not so well informed as regu- 
lar life insurance salesmen .. .” Insurance people will be interested 
in Morgan’s advice for the prospect to see a doctor before applying 
for insurance. “If the doctor's opinion is that the companies would 
refuse you, there are policies which do not require medical examina- 
tion,” (page 165). In discussing the guaranteed rate of interest, the 
author says, “Currently, policies only accumulate at 2.5 per cent, 
but the dividends are lower for everyone in order to pay the guar- 
anteed 4 per cent on the older policies,” (page 167). Life insurance 
agents might be interested in knowing that they “have a gentlemen’s 
agreement not to induce people to drop policies in another com- 
pany to take one in theirs. . . ,” (page 174). 

There is a glossary of important words used in the insurance 
business at the end of the chapter. In addition to the fact that the 
words or terms are not arrange alphabetically, there is a continua- 
tion of the irritating grammatical use of “who” in place of the cor- 
rect word “which,” an error which occurs several times in the 
chapter. Here are three gems taken from the glossary: “Self-insur- 
ance; there is no such thing.” “Participating; a policy in a mutual 
company that receives dividends.” “Guaranteed interest rates; a 
fiction in a mutual company... .” 

It is quite apparent that any college student required to study 
this book in a consumer economics course will surely emerge from 
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that course with a distorted, unrealistic, and in many cases a com- 
pletely false impression of life insurance. 


SOCIAL SECURITY AND PUBLIC POLICY. By Eveline M. Burns. 
McGraw-Hill Book Co., Inc., New York, 1956, xvi + 291 pages. 
$5.50. 


Reviewer: O. D. Dickerson, Associate Professor of Insurance, Flor- 
ida State University. 


Professor E. Burns’s new book uses a refreshingly different 
approach to the subject of Social Security. It is problem oriented 
rather than program oriented. She divides the subject into four 
major areas. Part One covers decisions as to the nature and amount 
of security benefits and the conditions governing their receipt. Part 
Two involves decisions as to the risks for which social responsibility 
will be accepted, and Part Three describes decisions about financ- 
ing. Part Four discusses decisions about the structure and character 
of administration, while the conclusion chapter occupies Part Five. 

At no point in the book are the various provisions of any pro- 
gram discussed in their entirety; rather they are introduced from 
time to time to illustrate the nature of the particular problem being 
discussed and its possible solutions. This approach makes for far 
more interesting reading than the usual detailed description of the 
risks and employments covered, the administration, and the financ- 
ing of each program. It serves to focus attention upon the similari- 
ties between various programs rather than their differences and is 
an excellent device for permitting the drawing of generalizations as 
foundations for principles. However, this approach possesses the 
concomitant dsiadvantage that it is difficult to get a comprehensive 
picture of any single program or indeed of any single country’s pro- 
grams. It is probable that this would represent a major disadvantage 
to the reader who lacks considerable familiarity with the area and 
would be an obstacle to the use of the book as a text except in an 
advanced course where students, whether graduate or undergradu- 
ate, had already had considerable exposure to the principles of in- 
surance and social legislation. 

Several comments may be made as to the logical organization of 
the book. At no time does Professor Burns discuss the primary 
question: whether or not society should attempt to provide security 
for its less fortunate members by social means. The implication 
seems to be that it is a foregone conclusion that such provision 
should be made; indeed, in her section on the risks to be covered, 
it seems that she is discussing the various risks in terms of priority 
in regard to limited resources at a given point of time rather than 
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in terms of the social desirability of coverage as such. It should 
not be forgotten that in terms of the pattern of human history, 
governmental provision for the needy has been relatively brief and 
rare. Alternative methods such as private charity, individual sav- 
ing, private insurance, and indoor relief do exist. It seems that a 
book on social security and public policy should include some dis- 
cussion of these alternatives and of the basic question of whether 
social security is desirable in the first place. 

Logically, it seems that the consideration of the risks to be 
covered should precede the discussion of the nature and amount of 
benefits. The “what” should come before the “how.” The discussion 
of the risks devotes no attention to death despite the importance 
of Old Age and Survivor's Insurance coverage which is approxi- 
mately equivalent in amount to all individual life insurance in this 
country. Perhaps the omission is an implicit recognition of the 
adequacy of private and social coverage—evidence of a feeling that 
there are no questions of policy to be resolved in this area. If so, 
this is something of a compliment to the private insurance industry 
which elsewhere in this volume receives little attention. Another 
important area, short term disability, gets only passing mention. 
It seems somewhat illogical that children’s allowances are discussed 
under nature and amount of benefits rather than under risks as- 
sumed. Perhaps the author does recognize that the term risk, 
which she nowhere defines, implies fortuitousness which is hardly 
a characteristic of natality in our modern civilization. Burns is using 
the term “risk” in this context to refer to the events which lead to 
benefit eligibility; and, logically, children’s allowances belong under 
this heading just as much as does retirement. 

A certain lack of appreciation of the principles of insurance and 
the practices of private insurers is evident from time to time. For 
example, on page 2, in listing types of risk to which individuals and 
families are exposed, she fails to consider losses of specific property 
by natural or human forces or the loss of wealth through legal lia- 
bility. This may be another compliment to the private insurance 
industry, perhaps unintended. On page 5, there is a reference to 
the beneficiaries of income maintainance and social security serv- 
ices embracing “either all, or a substantial part of, the population.” 
The term “beneficiaries” is generally used to refer to persons cur- 
rently receiving benefits. We suspect that her intent is to convey 
the idea of insureds, or persons covered. 

The term “indemnity” is used on page 8, apparently to refer to 
cash payment as opposed to provision of benefits-in-kind. Better 
usage restricts the term to reimbursement for actual loss sustained 
and avoids its use in reference to valued benefits. Incidentally, it 
would seem more logical if the discussion of cash payments versus 
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benefits-in-kind were reserved for the first chapter on the nature 
and amount of benefits rather than placed in the introduction. On 
page 34 the term “risk” is misused twice in the same sentence, 
“Moreover, there is little or no classification of the insured (sic) 
into groups having similar risks, and the cost to the individual is not 
proportionate to the probability of his incurring the risk.” In the 
first use she means probability of loss; in the second she means loss. 
The term “risk” refers to uncertainty in relation to loss, not to the 
loss itself nor to its probability. Her discussion on these pages of 
whether “social insurance” is really “insurance” contains many good 
points, but would gain from a definition of each of these terms. 

The discussion of malingering starting on page 57 is good as far 
as it goes. However, it fails to include several varieties; and the 
reference to general assistance as the most likely area for malinger- 
ing, as it is the only program providing benefits to the able-bodied, 
is somewhat unrealistic as anyone with experience with disability 
insurance can testify. Her statement on page 70 that a benefit dura- 
tion limit “is not appropriate or needed for . . . permanent disability” 
will also startle most private insurance men. 

In Mrs. Burns’s discussion of age of retirement in relation to 
benefit levels, she gets involved in a complex discussion of the finan- 
cial effects of various alternative approaches.’ It would seem appro- 
priate for her to recognize that it is possible for a plan to provide 
for optional ages of retirement at various benefit levels in such a 
way as to preserve complete equity and not affect the costs of the 
plan at all. Such provisions are common in individual insurance 
policies and in pension plans, and actuarial techniques are readily 
available for computing the effect on benefit level of variations in 
the period of contribution and in the probability of survival. The 
adoption of such optional provisions in social insurance is an admir- 
able way of preserving equity while permitting the individual 
worker to exercise free choice. Indeed, the 1956 amendments to the 
Social Security Act now provide for such optional retirement for 
women at ages 62 to 64. 

The discussion of old age almost totally neglects the effect of 
private pension plans, and the discussion of the costs of medical 
care devotes far too little attention to the coverage provided by 
voluntary individual and group insurance. Dr. Burns repeatedly 
tends to minimize the role of private insurance. Her statement on 
page 147 that voluntary health insurance plans only meet 19.5 per 
cent of total expenditures for medical care is a case in point. This 
is true of total expenditures as she indicates, but the implication is 
totally wrong. Not all such expenditures can or should be met by 
insurance of any kind. They include payments for all doctor’s calls, 


1See below. 
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even the first one, diagnostic services, dental services, nurses fees, 
and expenditures for drugs and appliances. According to her source,” 
insurance met 27.7 per cent of the “currently insurable” costs, defined 
to include hospital, physicians and surgical charges, and one tenth of 
the expenditures for drugs and appliances. This concept still over- 
states the “insurable” loss since it nakes no provision for deducti- 
bles. In this same year, insurance met 39.7 per cent of the expendi- 
tures for hospital services. Of course, the percentages have increased 
materially in the past few years so that these quoted are already 
out of date. In the interest of fairness, Dr. Burns should explain that 
no insurance plan can or should meet all these costs. 

On page 168 Burns makes the comment, in regard to experience 
rating, that “Carried to its logical conclusion, this theory opposes 
any socializing of the costs of unemployment.” This statement re- 
flects a lack of understanding of actuarial principles, especially the 
effect of credibility. The “logicai conclusion” of experience rating is 
to reflect individual loss costs only to the extent that they are 
credible. 

On page 178, she makes the statement that in Workmen’s Com- 
pensation, self insurance “was relatively unimportant.” Estimates 
of the importance of self insurance are as high as 35 per cent of 
employees covered and 45 per cent of benefits paid.* This seems to 
be somewhat more than “relatively unimportant.” Footnote 39 on 
page 179 misquotes Somers and Somers to the effect that acquisition 
costs accounted for about 17.5 per cent of typical gross manual 
rates. The reference is to acquisition cost loading, not to actual ex- 
perience as Burns implies. Moreover, experience and retrospective 
rated insureds do not pay the manual rate, and these make up a 
large portion of the business on a volume basis. On page 179 Burns 
criticizes the private insurance industry because loss ratios lie 
“somewhere between 47% and 64%.” The former figure represents a 
written-paid ratio, which is hardly a meaningful statistic. This is 
particularly true during a period vf growth of the business, and in- 
creasing benefit levels. On the following page she further criticizes 
the use of private insurance because “the public fund is left with 
the worst risks.” One would suspect that if the state funds had the 
competitive advantage she claims for them they would be able to 
hold the good as well as the poor risks. It seems logically unlikely 
that both criticisms can be simultaneously true. 

Even in the area of social security, there seem to be certain mis- 


?“Voluntary Insurance Against Sickness: 1948-53 Estimates,” Social 
Security Bulletin, December 1954, p. 7. 

3C. A. Kulp, Casualty Insurance (New York: Ronald Press, 1956), pp. 
431-3. See also Somers and Somers, Workmen’s Compensation (New York: 
John Wiley and Sons, 1954), p. 97. Their estimates run as high as 32 per cent 
of total compensation liability. 
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conceptions in the text. The reference on page 24 to all flat amount 
benefit plans as “assumed average need” either introduces a new 
conception of “need” or reflects a desire on the part of the author 
to accomplish major changes in the social structure by exaggerating 
greatly the extent of poverty in the hope of accomplishing on emo- 
tional grounds what rational grounds would never support. This 
question of benefit level appears again and again in the book. For 
example, on pages 58 to 59 she compares average assistance pay- 
ments to average weekly gross earnings in manufacturing and re- 
tail trade. The use of gross earnings neglects the effect of taxes 
and expenses of working, and the comparison is further weakened 
by the failure to recognize that many assistance recipients never 
have worked in the industries cited nor earned any such wage. Many 
of the assistance recipients are located in states where manufactur- 
ing is relatively unimportant, as the author points out elsewhere. 

Again, on page 61 she states that “when previous wages were low 
or where the earner’s family is large, a benefit that is definitely 
pegged lower than the full-time wage will not meet the family’s 
needs.” Presumably the family’s “needs” as she generously defines 
them were not met while the worker was working, especially after 
we consider the effect of taxes and other costs of employment. It 
hardly seems equitable to provide benefits for old age or disability 
which are higher than workers can earn from their own efforts. 
Such a program would hardly tend to encourage such efforts on 
their part. All a person really “needs” is two meals a day and a 
means of keeping relatively warm and dry. Anything beyond 
that belongs in the category of desires, which in our society are 
customarily met by human effort. While it is not suggested that the 
standard of public assistance should be the cost of a “pup-tent” and 
1000 calories of Multi-Purpose-Food daily, it is important that we 
keep our emotions under control and do not confuse a comfortable 
middle-class standard of living with needs. 

This same misconception of the nature of “needs” appears again 
in the section on the financial responsibility of different government 
levels. On page 218 she refers to the fact that the poorer states 
have a larger number “of people with incomes below what at any 
given time is accepted as a general standard of minimum adequacy. 
Thus . . . there tends to be an inverse relationship between need and 
capacity.” The use of the phrase “at a given time” and of the word 
“adequacy” reveals that she has in mind a variable standard, which 
is more than one of need. However, she neglects to note that the 
standard of “adequacy” is a direct function of the prevailing stand- 
ards of living in the locality, and that in any realistic sense a low 
income state is in as good a position to finance a low benefit—what 
its people “need”—as is a more wealthy state to finance a higher 
benefit. 
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Similarly, on pages 242-245, in discussing Federal Assistance 
grants to the states, she seems to favor a “variable” grant which 
deliberately pays more proportionately to the poorer states. Any 
federal grant represents a subsidy to the poorer states from the 
richer, and one which, like the American system, gives a higher 
proportion of the first part of assistant payments, represents a double 
subsidy. A variable system such as she apparently favors would 
then represent a triple subsidy. How far should this be carried? 

On page 244 Burns again implies that the poorer state should 
aim to provide the same level of income and service as the richer. 
She persistently fails to recognize that it is not the function of a 
social security system to remove differences in income level, cost of 
living, and aspirations between geographical areas. On the follow- 
ing page she states, “if the purpose of the Federal Assistance grants 
was to make possible some agreed minimum level of income for 
needy persons even in the poorest states, they have certainly not 
succeeded.” This is incorrect. Since every state has some public 
assistance program, there is some minimum level albeit possibly a 
lower one than she would like. If her emphasis is on the word 
“agreed,” her statement is still incorrect since it was agreed under 
our system that each state should set its own standard. 

In her discussion of social insurance there are several weak- 
nesses. In discussing age versus retirement as qualification for 
benefits, in addition to neglecting to recognize the possibility of 
actuarially reduced benefits, she presents a generally confused dis- 
cussion. Footnote 6 on pages 102-103, for example, justifies paying 
benefits at age 72 to persons who are still working by stating that 
“the loss of output due to possible unemployment of persons age 
72 and over is relatively small. And socially, since relatively few 
are capable of employment, the need for alternative income is cor- 
respondingly great.” This seems to involve circular reasoning and 
sounds more like an argument for a retirement test. The entire dis- 
cussion fails to recognize adequately the degree to which retirement 
is a voluntary proposition. Requiring retirement as a qualification 
for benefits may encourage persons to retire who otherwise would 
continue working and paying both social security and income taxes. 
These taxes would go a long way towards offsetting the increased 
cost of benefit payments. A provision for reduced benefits for all 
who reach the qualification age and do not stop work would keep 
more workers employed. This reduction could be actuarially com- 
puted or arbitrary. However, it should be so designed that the 
worker is motivated financially to continue working. In other words, 
the benefit should be increased for each year of work between (say ) 
age 65 and age 72. This is only equitable since the worker con- 
tinues to pay taxes during these years and runs the risk of dying 
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before receiving much or any benefits. Incidentally, on page 177, 
Burns states that “each beneficiary will draw out at least as 
much as his own contribution . . . would purchase on a private 
insurance basis.” This is not correct. A worker who dies at (say) 
age 64 with no spouse or dependent relatives will receive only a 
nominal sum. This element of forfeiture is not found generally in 
private insurance plans. 

In several places, she fails to recognize the effect of the reserve 
in OASI on the costs of the plan. For example she states on page 
10 that “the entire cost of OASI [is] assessed against employers and 
workers.” On page 193 in Footnote 11, she refers to the payment 
of a 3 per cent interest rate on the reserve when the general rate 
paid by the government was lower as a “small public subsidy.” Ac- 
tually, in real terms the present generation cannot finance its own 
retirement, and any interest payment represents a subsidy out of 
governmental general revenues. The present taxpayers are paying 
(in part) for general government services in the form of Social 
Security taxes. Future beneficiaries (present taxpayers included ) 
will receive benefits which include interest payments derived from 
general taxes paid by the people of the generation then working. 
Burns almost recognizes this point on page 198 but misses the point 
that if present OASI taxes are lower, other taxes could be higher and 
government borrowing of the reserve would not be necessary. Ad- 
vocates of compensatory public finance with any degree of sophis- 
tication devote their attention to the cash budget—not the fiscal 
budget. Burns catches this point about real versus money in income 
on page 199, but fails to tie it in to the previous discussion. On 
page 202 she again misses the point by suggesting the possibility of 
using the surplus of OASI taxes for general “governmental pur- 
poses, in return for a promise, express or implied, to make good 
from general revenues the deficit.” In real terms this is precisely 
what does happen under the present system. 

Dr. Burns intrudes her interesting social philosophy in her 
discussion of taxation. In discussing tax exemptions versus chil- 
dren’s allowances on page 89, she states that the exemption system 
“gives relatively the least amount of tax remission to those who 
need it the most, namely to those whose incomes are so small that 
they are not liable to tax or are taxed only at the lowest rates.” It 
is difficult to comprehend hew those who pay no tax need tax 
remission the most—on a relative or any other basis. She neglects 
the eugenic effect of children’s allowances almost completely. Even 
present day Aid to Dependent Children has noticeable diseugenic 
effects and a flat children’s allowance system could only add to 
this. On the other hand, extension of the principle of exemption, 
or better yet of the principle of income-splitting, to include children 











106 The Journal of Insurance 


would encourage the higher income families to have more children. 
These are the families who are equipped to do the best job of child 
rearing. Such an income-splitting device would also go a long way 
towards removing the dis-incentive features of present exorbitant 
personal income tax rates, inasmuch as it is the larger families who 
need disposable income the most—both for present needs and to 
build up an adequate estate. 

On page 159 she makes the interesting pair of statements, “The 
tax on wages and self-employment income is a regressive tax: there 
are no exceptions by reference to any minimum income or to extent 
of family responsibilities. Also, the rate is uniform whatever the 
level of earnings, up to the taxable maximum.” It is difficult to see 
how a tax can be simultaneously regressive and uniform in rate. 
If the reference is to the upper limit on taxable wage one may say 
that benefits are even more regressive, being subject to a double 
scale and an upper limit as well. Thus the program, viewed in its 
entirety, is “progressive” in that it provides more, per dollar of 
taxes, to the lower income worker. 

Similarly, on page 163 she states that a “tax which falls on con- 
sumers is a regressive tax. Even if the burden .. . falls on rich and 
poor consumers alike, this may be a socially undesirable method of 
financing, for it is again making the poor help pay for the poor.” 
The logical contradiction, which Burns did not originate, that a 
tax with a uniform rate can be “regressive,” can derive only from 
reference to some standard other than the base of the tax. Entirely 
aside from this point, the entire philosophy of social insurance, as 
distinguished from “relief,” is that the poor should “help pay for 
the poor.” The essence of the whole idea is that benefits are a matter 
of right, not charity, because the persons covered have helped pay 
the contributions. 

As to the incidence of taxation, there are two minor fallacies in 
her economic analysis. On page 161 she says that part of employer 
taxes fall on profits under non-competitive conditions. This is true 
to a greater extent under competitive conditions, which is probably 
what she means. On the following page she says that the propor- 
tion of tax which can be passed along to consumers depends on the 
elasticity of the demand curve. It is the slope, more than the elas- 
ticity as such which determines this. If she means “arc elasticity,” 
she should so state. 

Her philosophy on taxation is perhaps summed up on page 278 
where she says, “The effects upon enterprise of the high tax levels 
found in many countries by the mid-1950’s would probably have 
been disastrous had they been imposed when income taxes were 
first introduced. Fortunately for governments, however, attitudes of 
taxpayers as to what is reasonable or normal appear to be primarily 
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influenced by what they have been accustomed to in the relatively 
recent past.” Is there then no limit according to her thinking? Help! 

Despite the minor errors mentioned and the bias (I hope un- 
conscious ) of the author's social philosophy, the book is interesting, 
provocative, and well worth reading. It may well be usable as a 
text for advanced students who have a foundation of knowledge of 
social security practices and whose own philosophy is so sufficiently 
well established that they will not be led astray by Dr. Burns’s 
subtle implications and unstated assumptions. It is to be hoped 
that there are many such. 


GROUP LIFE INSURANCE. By Davis W. Gregg. Revised edition, 
Richard D. Irwin, Inc., Homewood, Illinois, 1957. xx + 262 pages. 


$5.00. 


Reviewer: James L. Athearn, Associate Professor of Insurance, Uni- 
versity of Florida. 


The book here reviewed is a revision of An Analysis of Group 
Life Insurance which was published originally in 1950. The first 
edition was based on a doctoral dissertation written while Dr. 
Gregg was a graduate student in the Wharton School. The major 
difference between the first edition and the revision is that the 
former combined research data with critical analysis, while the latter 
is an up-to-date textbook of group life insurance. This is not to say 
that one approach is better than the other but rather to indicate 
that the differences in the apparent objectives the author had in 
1950 and 1957. 

. The first edition devoted considerable space to the historical 
background and development of group life insurance. The present 
edition deals with this aspect more briefly and gives proportionately 
more attention to a discussion of the basic characteristics of the 
field. For the reader who is more interested in the technical aspects 
of the coverage than developmental background, this is an improve- 
ment over the first edition. “ 

Another major change in the new edition is a rearrangement of 
content which involves discussing cost factors in the chapter de- 
voted to premiums, dividends, and reserves rather than in the intro- 
ductory section of the book. This is a more logical arrangement and 
will doubtless facilitate an understanding of the discussion of rate- 
making, especially for the student for whom this aspect ef life in- 
surance is virgin territory. 

While the first edition described group permanent rather briefly, 
the new book allocates an entire chapter to a discussion of group 
permanent plans and group creditor, dependents group life, and 
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the new Federal Employees’ Group Life Insurance plan. As in the 
first edition, the master contract and certificate, marketing and ad- 
ministration, and selection and reinsurance are described and ana- 
lyzed. 

These two books are almost identical in length. Since the new 
edition gives considerable detail on recent developments, this re- 
sults in some of the subject matter of the first edition being omitted. 
The evaluation of group life insurance, which dealt with problems, 
trends, and significance, is not included in the new edition. Critical 
analysis of these aspects of group life insurance is not evident else- 
where in the volume. For example, in discussing selection prob- 
lems the point is made that directors of several corporations may 
have an opportunity to obtain excessive coverage by participating 
in the plans of each corporation. The first edition underscored the 
problem and hinted at some of its social and economic aspects by 
adding the following quotation as a footnote: “This statement has 
been made: ‘I have seen, for instance, a case where one important 
but uninsurable director was instrumental in the placing of insur- 
ance to the extent of seventeen and a half million dollars on three 
large corporations solely for the purpose of obtaining additional 
cover for himself to the extent of $25,000:’” * The absence of this 
footnote in the revised edition simplifies the discussion but leaves 
it somewhat less complete. Another example of a difference in the 
depth of the discussion in the two books is the amount of space 
devoted to the problem of excess dividends when the plan is con- 
tributory. While the new edition merely states how this is handled, 
the first edition contained a discussion of the nature of the problem 
and some of the differences of opinion that had arisen with regard 
to how it should be solved. This more extended discussion served 
to emphasize the necessity for regulation in this area as well as 
the desirability of a satisfactory solution. On questions of this kind, 
a full discussion is more edifying than a brief statement of how 
the matter is handled. While the first book raised occasional ques- 
tions in the mind of the reader as to the social and economic impli- 
cations of some of the problems and practices of group life insur- 
ance, the present volume concentrates on a description and rela- 
tively uncritical analysis of the field. 

Whether the insurance student or teacher regards the new edi- 
tion of Group Life Insurance as better than, or not as good as, the 
first edition will depend upon what he is looking for. Most will 
probably agree that the organization of material has been improved 
considerably, whatever use one has in mind for the book. Gregg’s 
lucid style of writing is better than ever. It is likely that most 
criticism of the book will be related to the changes that have been 


* First edition, p. 131. 
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made to improve its usefulness as a text. The author apparently 
thought that the use to which the book was put justified changing 
the approach from that of a critical, analytical research study to a 
highly readable and useful textbook. Whether or not it was neces- 
sary to abandon as much of the content and approach of the first 
volume as Gregg has done is a matter of conjecture. Those who 
want the best part of each book will have to use both of them. 
Obviously, this involves what many will consider to be an unneces- 
sary inconvenience to the reader. To say that virtually all the basic 
information needed about group life insurance can be found in 
either the original or the revision indicates the substantial merit of 
Gregg’s work in this field. This prompts the reviewer to suggest that 
the next revision incorporate the best features of both, even if this 
resulted in increasing the length of the book. 


LIFE INSURANCE SETTLEMENT OPTIONS. By Harry S. Redeker and 
Charles K. Reid II. Little, Brown and Company, Boston, Massa- 
chusetts, 1957. 248 pages. $5.00. 


Reviewer: Arthur I. Sternhell, Staff Analyst, Metropolitan Life In- 
surance Company. 


The adequacy of any text-book must be judged in terms of its 
objectives and the uses to which it may be applied. The objective of 
this book is stated by the authors in the preface as being “to help 
people who are interested in developing sound life insurance pro- 
grams” . . . “whether the reader be a life underwriter or other mem- 
ber of a life insurance company, a lawyer, an accountant, a trust 
officer or a teacher concerned with insurance.” It was written at 
the request of the American College of Life Underwriters and has 
been added this year as a suggested text for Part I (supplementing 
the suggested basic life insurance texts of Huebner, Maclean, 
Magee, or Mehr). The last five of the thirty assignments in the 
C.L.U. Study Guide for Part I are devoted to this book and the 
reviewer has just finished using this text with a class of twenty 
people, one half of whom are life insurance sales or sales supervisory 
personnel and the other half home office personnel in various posi- 
tions. 

Approximately one-fourth of the book is devoted to the descrip- 
tion and use of the various settlement options. Another fourth is 
devoted to legal and tax aspects of settlement options. The balance 
of the book is devoted principally to the rules governing the use 
of options, principles of programming, a comparison of trusts vs. 
settlement options, special policies, annuity contracts, and a step- 
by-step program of an actual case. A review of five basic life in- 
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surance texts (Huebner, Maclean, Magee, Mehr & Osler, and 
Owen) reveals that approximately one-third to one-half of this 
material is generally covered with reasonable adequacy in these 
books. The remainder of the material has not been available in 
a single source and certainly warrants such inclusion. 

Its use as a reference book is of unquestionable value, particu- 
larly with reference to legal and tax aspects of settlement options, 
although with respect to the latter particularly, the issuance of regu- 
lations and rulings by the Treasury Department will result in it 
being out-of-date before long. 

Its value as a text-book would be increased by the addition of 
questions and problems at the end of chapters. A mathematical 
appendix on a simple algebraic basis would also broaden its use. 
It would also be helpful to have tables of typical premium rates 
and cash values and selected interest tables to supplement the typ- 
ical settlement option tables which are provided. 

With respect to the material on the use of settlement options to 
cover needs and the material on programming, the presentation 
does not achieve a level suitable for collegiate instruction. What 
seems to be missing in many places are the reasons “why.” Also 
greater use of the advantages and disadvantages of alternative meth- 
ods would be desirable. There is a tendency for the exposition to 
degenerate into a series of recipes instead of imparting a broad 
grasp of principles. 

In a number of instances the authors seem to ignore the basic 
principle that the value of settlement options involving the same 
interest rate and mortality table are actuarially equivalent. Thus on 
pages 75 and 76 the authors state and try to prove: “Approximately 
the same amount of income can be provided by combining three 
options while at the same time preserving more principal intact for 
a much longer time.” On page 77 they state: “While the longer 
period certain will decrease the primary beneficiary’s income, the 
decrease is very slight at many edges.” Along similar lines is found 
on page 205: “Conversely, life paid up at 65 might be considered 
because of its substantially higher retirement values at a relatively 
slight increase in premium over ordinary life.” While it is de- 
sirable to indicate the flexibility of options in meeting varying objec- 
tives, the reader should not be given the impression that one ar- 
rangement has a greater financial value than another. 

An instance of a statement that is of the recipe variety is found 
on page 22: “Thus a good rule of thumb may be that insurance on 
the wife should be considered as a primary need when the first child 
is born, if not before.” On page 209 we find: “Certainly a reducing 
term rider can be used for the mortgage fund in place of the ideal 
Ordinary Life.” Why “ideal”? 
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On page 42 annuity options involving a refund feature are said 
to consist of a combination of two options, the Fixed Period Option 
followed by a straight life annuity. Actually the cash refund an- 
nuity option consists of a straight life annuity and a decreasing term 
benefit for the excess of the proceeds over the sum of the annuity 
payments received. The explanation of the life annuity option on 
page 40 ignores reference to the interest factor and comes close to 
considering the supplementary contract as a wagering contract. 
There are some instances of terms being used without definition 
such as “discretionary common trust fund” on page 182 and “pour- 
over’ provision on page 216. 

In the next edition it would be desirable to have an expanded 
discussion of various methods of achieving greater flexibility in a 
program, the retirement problem, Social Security, secondary bene- 
ficiaries, and to have some discussion of disability income and per- 
haps Accident and Sickness in connection with programming. 

Despite the shortcomings of the book it should be of value to 
the careful reader, and with the improvements that will undoubt- 
edly be made in future editions it will be a useful adjunct to a basic 
course in life insurance and valuable for use in courses in life 
underwriting. 
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Life and Disability Insurance 


FUNDING OF GROUP LIFE INSURANCE. By Charles L. Trowbridge, 
Associate Group Actuary, Bankers Life Company of Des Moines. 
This paper was presented in Volume VII of the Transactions, 
Society of Actuaries. 








Summary: The author explains the increasing interest being 
shown in group insurance which provides some postretirement 
coverage for the employee. He explores six alternatives for fund- 
ing such insurance and gives expressions for both the initial and 
ultimate annual cost associated with each funding method. Nu- 
merical examples illustrate these methods. Finally, the current 
income tax situation is discussed because of its bearing on the 
choice of the funding method. 





NEW SLANTS ON LIFE INSURANCE AND MUTUAL FUNDS. By Ber- 
nard Gorson, The Maccabees, Brooklyn, New York. Insurance 
Salesman, August, 1956. 


Summary: There is a place for mutual funds in individual invest- 
ment portfolios, according to the author, but not as a substitute 
for insurance in planning a survivorship or retirement program. 
The discussion of life insurance and mutual funds relates to such 
matters as tax features, trust features, and safety of principal. 





SETTLEMENT OPTION FLEXIBILITY BY CONTRACT RIGHT. By Joseph 
C. Noback. The Journal of the American Society of Chartered 
Life Underwriters, Fall, 1956. 


Summary: Currently the methods of securing additional optional 
modes of settlement for life insurance beneficiaries is by endorse- 
ment. This system is expensive and laborious. In some cases it 
brings about rigid settlements and discriminatory treatment. The 


* Reviews were submitted to the Periodical Editor by the following per- 
sons: William Bicknell, University of Wisconsin; Mary Kangley, University of 
North Carolina; Ned Davis, University of Florida; George L. Almond, The 
Ohio State University; William Dillard, University of North Carolina; H. J. 
Zoffer, University of Pittsburgh; Mark R. Greene, University of Oregon; 
Arthur W. Keil, University of Oregon; Thomas R. Cox, Illinois Wesleyan 
University; Thomas J. Davis, University of Florida; Donald Stewart, Southern 
Methodist University; R. W. Usilton, University of Oregon; and Carl V. Fisher. ; 
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author proposes that better option service be given by incorpo- 
rating flexible settlement rights into the contract itself. He pre- 
sents a realistic program showing how this can be done. 


NET CASH MONEY FLOWS THROUGH LIFE INSURANCE COMPANIES. 
By Harris Leowy, Bankers Life Company. The Journal of Finance, 
December, 1956. 


Summary: The author discusses a study and analysis made of in- 
ternal savings and expenditure flows as these are reflected by the 
twenty largest United States life insurance companies. Internal 
savings are defined as policyholders’ savings (the excess of insur- 
ance income over expenditures). The study considered flows for 
the period 1928-1950. This article will warrant a close study by 
anyone interested in economics, finance, insurance management, 
or banking. Statements made by the author are supported by 
data which he obtained from accounting records of the twenty 
largest United States life insurance companies. 


A STABLE PRICE LEVEL—THE KEY TO THE FUTURE WELL-BEING OF 
OUR PEOPLE. By Ray D. Murphy, Chairman of the Board, The 
Equitable Life Assurance Society of the United States. This ad- 
dress was delivered at the Annual Meeting of the National As- 
sociation of Life Underwriters, Washintgon, D.C., September 26. 
1956. 


Summary: A stable price level means the avoidance of both in- 
flation and deflation. Those in the life insurance business must 
grasp the initiative in leading the fight for sound money. Basic 
economic education must be encouraged among all of the citi- 
zenry. The Federal Reserve Board must remain independent. 
Monetary controls by the board should be used wherever needed 
to promote moderation. Our hope for the future rests on the 
assumption that the board will continue to be given a free hand 
to operate as its good judgment dictates. 


PENSION PLANS—AN OPPORTUNITY AND A CHALLENGE. By J. E. 
Orvis, Assistant Personnel Manager, Thompson Products, Inc. 
Life Association News, October, 1956. 


Summary: The author calls attention to the fact that industrial- 
ization and the increasing proportion of older persons in the 
population have increased the pension problem in the United 
States. Periods of high profits coupled with stronger union pres- 
sure for greater security have caused more attention to be focused 
on this problem. Present plans are criticized and the need for 
improved security insurance is stressed. 
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BAILOR-BAILEE INSURANCE PROBLEMS. By Gerald E. Myers, W. A. 
Alexander and Company, Chicago, Illinois. An address delivered 
before the Fourth Annual C.P.C.U. All-Industry Luncheon, No- 
vember 5, 1956 in Pittsburgh. Published in U.S. Review, Novem- 
ber 17, 1956. 


Summary: This article discusses the insurance problems arising 

from the varying interests and responsibilities in bailor-bailee 

relationships. The legal implications of the several bailment situa- 

tions are outlined. Consideration is given to recent cases deter- 

mining the legal liability of the bailee for property in his care as 

well as the effectiveness of limitations on the bailee’s liability. 

There are also some suggestions as to how both the bailor and the 
bailee should insure their respective interests. 


NEGLIGENCE IN DESIGN AS A BASIS OF LIABILITY—THE AUTO IN- 
DUSTRY. By Harold A. Katz. The Insurance Law Journal, July, 
1956. This article originally appeared in the Harvard Law Re- 
view, March, 1956. 


Summary: The author points out that a manufacturer may be 
held liable for faulty construction of a product and this raises 
an interesting question concerning liability for faulty product 
design. He explains and comments on these two closely related 
topics as they apply to the automobile industry. In this discus- 
sion, examples of problems resulting from auto design are pre- 
sented, and case studies are cited which express judicial feeling 


in this field. 


RECOGNIZING AND INSURING THE CONSEQUENTIAL LOSS. By Rob- 
ert J. Burke. Pacific Northwest Underwriter, February, 1956. 


Summary: This article gives an interesting classification, with ap- 
propriate analysis, of consequential loss contracts in fire insurance. 
The author provides some good illustrative material showing the 
need for various types of consequential loss contracts. 


RAILROAD PROTECTIVE LIABILITY. By James O. Honeywell. Casualty 
and Surety Journal, September, 1956. 


Summary: Railroad Protective Policies available today are in 
need of revision. The Oregon Form which is used in many states 
fails to give the railroads the coverage desired and which under- 
writers agree should be provided. The New York Form, drawn 
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up by a group consisting of representatives of major New York 
railroads and representatives of insurance companies is a com- 
pact form aiming at standardization. The use of this form, how- 
ever, has been very limited in spite of its obvious advantages. 
The author draws attention to the need for a widely adopted, 
standardized contract used on a nationwide basis. 


SAFETY BELTS. By John O. Moore. Best's Insurance News (Fire 
and Casualty Edition), August, 1956. 


Summary: The author develops the need for safety belts by listing 
the findings of the 1954 Cornell University study which outlines 
recommendations as to the structure and proper use of the belt. 
He concludes with statistics showing the effectiveness of the seat 
belt to prevent injury and death in automobile accidents and 
exposes many common misconceptions concerning the use of this 
safety device. 


YARDSTICK OF DISHONESTY EXPOSURE. By George A. Connor, Vice 
President, Fidelity and Deposit Company of Maryland. An ad- 
dress delivered before the New York Chapter, American Society 
of Insurance Management and reported in the National Insurance 
Buyer, November, 1956. 


Summary: Fraud and dishonesty losses are as disastrous as those 
in other fields of insurance. The insurance buyer, however, has 
been purchasing only nominal amounts of coverage when com- 
pared to the total exposure. This has resulted because of the use 
of outmoded and inadequate exposure tables used by insurance 
companies. The author presents, explains and recommends a new 
table drawn up by a committee of the Surety Association of 
America entitled, “Table of Recommended Minimum Amounts 
of Honesty Insurance.” This new table is suggested as the “yard- 
stick” for the solution of the underinsurance problem. 


Government and Insurance 


A PLEA FOR MODERATION IN THE EXPANSION OF SOCIAL SECURITY. 
By E. H. O’Connor, Managing Director, Insurance Economic So- 
ciety. An address before the National Association of Life Under- 
writers Convention and reported in the National Underwriter 
(Life edition), September 28, 1956. 


Summary: The author suggests that the Social Security program 
is approaching a state of top-heaviness and a plea is made for 
agents to exert themselves toward a goal of moderate expansion 
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in this program. He fears that unless something is done soon the 
entire Social Security program may become discredited and sub- 
ject to strong criticism because of the heavy burden of taxes 
necessary to support the recent rate of expansion. 


THE FEDERAL INCOME TAX AND INSURANCE. By John Douglas 
Long, Associate Professor of Insurance, University of Indiana, 
Bloomington, Indiana. Insurance Salesman, from the series of 
five articles appearing in the issues April through August, 1956. 
Summary: The author presents a clear and concise picture of the 
main features of the new income tax law with particular emphasis 
on those elements directly affecting the insurance agent. In this 
treatment of this subject the author warns the reader that a “little 
tax knowledge may be a dangerous thing.” 


WORKMEN'S COMPENSATION PROVISIONS IN FLORIDA AND THE 
SOUTHEAST. By Victor V. Sweeney, former Professor of Insur- 
ance, University of Florida, Gainesville, Florida. Economic 
Leaflets, College of Business Administration, University of Florida, 
December, 1955. 

Summary: This article briefly outlines the development of work- 
men’s compensation legislation in the southeastern part of the 
United States. It traces liability of employers at common law 
and under the statutes of various states. The author highlights 
the law and its application, employments that are covered and 
excluded, injuries covered, waiting periods, and death benefits. 


Miscellaneous 





A REPORT ON THE HANDLING OF THE ATOMIC ENERGY PROBLEM. 
Two separate but related articles were written by the executives 
of the Hartford Fire Group (headed by Roland H. Lange) and 
by the executives of the Travelers Group. The articles first ap- 
peared in the house organs of the respective companies and were 
reported in the National Underwriter (Fire and Casualty Edi- 
tion), September 6, 1956. 

Summary: These articles are in the nature of a review of what 
the insurance industry is doing to meet the problems related to 
atomic energy development in the United States. 


WHEN DOES AN ACCIDENT BECOME TWO ACCIDENTS. By James 
B. Donovan. Insurance Council Journal, April, 1956. 
Summary: The primary purpose of this article is to summarize 
recent court cases with respect to which constitutes one “accident” 
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or one “occurrence” within the meaning of standard third-party 
liability policies including automobile and general liability. 


DEVELOPMENT OF REINSURANCE IN THE UNITED STATES. By J. A. 
Munroe. Northwest Insurance News, January, 1956. 


Summary: The author traces reinsurance from as early as 1370 
through the first company in Germany in 1843, and finally to the 
United States. He points out that the loss of Germany and Russia 
as markets during World War I required the United States to de- 
velop its own companies. The article also shows how the industry 
has met present requirements for reinsurance. 


SINGLE DEBIT ACCOUNTING. By Joseph W. Scott. Best's Insurance 
News (Life Edition), August, 1956. 


Summary: This article deals with a relatively new method of ac- 
counting and control which would be especially effective in the 
field of insurance as a means of reducing the costs of record keep- 
ing. The author fully outlines the proposed system and demon- 
strates the large cost reduction which should follow its adoption. 


YOUR AGENCY’S FUTURE IS IN YOUR HANDS. By John Douglas 
Long, Associate Professor of Insurance, University of Indiana, 
Bloomington, Indiana. Rough Notes, June, 1956. 


Summary: The author highlights the considerations, decisions, 
and actions which must be taken to foster the survival of an 
agency beyond the entrepreneur’s working life. A step-by-step 
program is outlined for those agency heads who wish to insure 
the continuation of their agency’s value. 
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Temple University (1954) 
Actuarial and Financial Analysis 


JOB INSURANCE IN GEORGIA’S ECONOMY. By the Bureau of Eco- 
nomic and Business Research, Temple University. Georgia Em- 
ployment Security Agency, Atlanta, Georgia, 1954. 992 pages. 


Purpose: To summarize the results of a basic evaluation of the Geor- 
gia Job Insurance System. To determine the adequacy of present financial 
legislation. 

Materials and Methods: A large amount of statistical and other basic 
economic material relating to both the Georgia and the National econo- 
mies. These data were gathered from many sources; chiefly the Georgia 
Employment Security Agency; College of Business Administration, Uni- 
versity of Georgia; and a number of federal agencies including the De- 
partment of Labor, the Bureau of Census, and the Bureau of Agricultural 
Economics. 

Facts Presented: History of Georgia Job Insurance legislation and the 
financial operation of the Georgia Unemployment Insurance Program. A 
general analysis of the Georgia economy during the period. Analysis of 
job insurance claimants. Analysis of the levels of the employed and un- 
employed in Georgia, 1940-1952. Special industry studies on the major 
industries in the State. Actuarial valuation of the Job Insurance Program 
in Georgia. 

Conclusions and Recommendations: Presents the actuarial valuation 
of the Georgia Job Insurance Program in the light of the economic analy- 
sis; presents the details of assumptions as to possible trends of economic 
behavior and the legislative pattern under which costs were to be de- 
veloped. Details the method of developing cost estimates and presents 
the average cost of each assumption of the assumed economic and legis- 
lative patterns. Presents a method for using these cost data in developing 
long range financial policy for financing Job Insurance. 
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Greenough, William C. (1955) 
Insurance Plans and Policies 


A NEW APPROACH TO RETIREMENT INCOME. By William C. Green- 
ough. William F. Fell Company, Philadlephia, Pennsylvania, 1955 
(Third Printing). 55 pages. Available from Teachers Insurance 
and Annuity Association, 522 Fifth Avenue, New York 36, New 


York. 


Purpose: This served as the economic report presenting data and 
charts and describing a new method of providing retirement income 
through periodic investments in common stocks and the payment of a 
variable, or unit, annuity in combination with a traditional fixed dollar 
annuity. This study was used in connection with the establishment of 
the College Retirement Equities Fund, the first variable annuity program. 

Materials and Methods: Basic data from the’ U. S. Bureau of Labor 
Statistics Cost of Living Indexes, Cowles Commission on Stock Price 
Index Series P chains into the Standard and Poor's Weekly Index of Com- 
posite Prices, net yields on common stocks, and life insurance oan ve 
net yields. Study of an accumulating dollar cost averaging common stoc 
fund compounded for various lengths of time, followed by annuity pay- 
outs on the new variable annuity basis. 

Facts Presented: A study of the action of an accumulating common 
stock fund leading to the payment of a variable annuity based on eco- 
nomic data for the periods 1880-1950. Accumulation periods of 10, 20 
and 30 years throughout this period are shown in detail and annuity 
payments which would have resulted from 50 per cent investment in a 
variable annuity and 50 per cent investment in the traditional fixed dollar 
annuity are presented. 

Conclusions and Recommendations: The decision to establish the 
College Retirement Equities Fund to issue variable annuities followed 
from the conclusions of the economic report. The three primary ones are 
quoted as follows: 


“1. It is unwise to commit all of one’s retirement savings to dollar 
obligations, since decreases in the purchasing power of the dollar can 
seriously reduce the value of a fixed income annuity. Increases in the 
purchasing power of the dollar, on the other hand, improve the status of 
the owner of a fixed income annuity. 

“2. It is equally unwise to commit all of one’s retirement savings to 
equity investments, since variations in prices of common stocks are much 
too pronounced to permit full reliance on them for the stable income 
needed during retirement. Changes in the value of common stocks and 
other equities are by no means perfectly correlated with cost of living 
changes, but they have provided a considerably better protection against 
inflation than have debt obligations. 

“3. Contributions to a retirement plan that are invested partly in 
debt obligations and partly in common stocks through an Equities Fund 
aaaeny 4 lifetime unit annuities offer promise of supplying retirement 
income that is at once reasonably free from violent fluctuations in amount 
and from serious depreciation through price level changes.” 
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Johnson, Jesse B. (19—) 
Insurance Plans and Policies 


AN ANALYSIS OF WHOLE LIFE CONTRACTS IN LOUISIANA. By Jesse 
B. Johnson. Division of Research, College of Commerce, Louisiana 
State University, Baton Rouge 3, Louisiana, 1950. 26 pages. 


Purpose: In the State of Louisiana, though no standard form is re- 
quired for ordinary life insurance contracts, there are standard provi- 
sions prescribed in the statutes for policies issued. 

The purpose of this study was to acquaint the buyers and sellers of 
insurance with the more important provisions found in the whole life 
policy contract. 

Materials and Methods: As a basis for this study, the whole life 
policies of 73 old line insurance companies operating in Louisiana were 
secured. In order to facilitate the work, a study was made of the usual 
provisions found in whole life insurance contracts, and from it check- 
sheets were prepared for the purpose of recording the data. From these 
check-sheets, tables were made summarizing the information by major 
policy provisions. 

Facts Presented: The policy provisions analyzed are: method of 
premium payment, rights of beneficiary, conversion privileges, incon- 
testability, reinstatement provisions, and modes of settlement. 

The requirements for paying the premiums are illustrated in table 
form. All companies have a grace period, and the requirements are shown 
for all companies. Most companies differ on the date a policy takes 
effect. The ane is interested in the mode of payment cal lap in the 
right to change the mode of payment. The conversion right is the privi- 
lege of changing from one type of policy to another of policy, and 
the companies do not all agree as to these contract rights. 

The incontestability period varies in the number of years required. 
It also varies in regard to the many provisions excepting certain cover- 
ages. 
The period a policy may be reinstated varies from 2 to 10 years. 
There are certain conditions under which a policy cannot be reinstated. 
Different interest rates are charged for past due premiums. 

The ultimate benefits from a life insurance policy depend upon the 
methods of settlement. The unpaid balance of a policy draws interest at 
different rates, shown by the tables. The number of settlement options 
ran from one to eight while some had no settlement options. A large 
number of ——— had as many as four settlement options. The types 
allowed were classified and put under six main headings, but on the 
whole the options varied to a great degree. 

Conclusions: The reader can see the great lack of uniformity in the 
whole life contract. Where companies are competing for business, man 
advantages are offered as a sales inducement. The buyer should chec 
the many advantages, as well as price offered by a company before 


The insurance industry would benefit by a more uniform policy. It 
would be easier to sell the oe a policy when he feels that the dif- 
ferences are not so great and that he could turn his attention to price, 
service, and the reputation and strength of the competing companies. 
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Krogh, Harold C. (1953) 
Field Organization and Management 


THE STRUCTURE AND ROLE OF THE LOCAL INSURANCE AGENCY IN 
IOWA. By Harold C. Krogh. Unpublished Ph.D. dissertation, State 
University of Iowa, 1953. 265 pages. 

Purposes: The primary purpose of this dissertation is to examine the 
structure and manner of functioning of the local insurance agency in 
Iowa. An additional purpose is to examine the educational programs 
which are currently utilized to raise the level of performance of agency 
personnel. 

Materials and Methods: In order to obtain suitable data for an 
analysis of the structure and role of the local insurance agency in Iowa, 
the survey technique was employed. Questionnaires were sent to a 
sample of agencies throughout the state. Pertinent information was ob- 
tained on agency firms, on their personnel, and on their operations. In- 
sight into the reasons why agencies operate as they do and into probable 
future developments in the agency field was sought by testing the senti- 
ment of local agents regarding a number of controversial issues affecting 
agency operations. 

Facts Presented: The early chapters of the study are devoted to a 
description of the operations of the insurance ind as a whole in this 
country, with particular reference to the historical development of the 
agency system. The local agency as found in Iowa is a type of service 
organization which, from the survey and research in this study, is not 
unique to a single state but is characteristic of the entire insurance in- 
dustry. Inasmuch as these interrelationships have important effects upon 
the A gy con of the local agency in Iowa and the institutional pattern 
of e American Agency System,” the study attempts to clarify the 
ramifications and the relationships of the insurance business. This leads 
to a discussion of insurance companies’ multiple line underwriting, insur- 
ance cooperative organizations, sales organizations, and the types of 
agents identified particularly with the areas of property-liability insur- 
ance. 

Conclusions and Recommendations: At the present time the pro- 
prietor of a local insurance agency is in a well-established position in the 
insurance industry. He represents many competing insurers, and yet he 
personally controls the business which he writes because of his personal 
and business ties with his clients and by reason of his ownership of the 
expiration dates of outstanding policies. 

Survey replies from agents gave emphasis to the keen interest of these 
businessmen in attaining professional recognition for their functions. A 
number of constructive suggestions as to methods whereby such an 
objective might be reached were incorporated in this study. The 
strong desire for an improvement of business standards was indicated re- 

tedly in agents’ comments regarding a proposed state qualification 

w which would require important prerequisites to the issuance of li- 
censes to agents. There is marked awareness of the increasing desirability 
of a prior broad educational background for prospective agents together 
with later insurance training of a more specific nature in reaching the 
necessary objective of well-informed agents. Alertness on the part of 
agents to the need of participating and providing leadership in loss pre- 
vention pro and other community affairs furnished additional proof 
of their feeling of ey cape ad for engaging in those activities which 
would tend to assure the continued stre and growth of the American 
Agency System. 
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Ormsby, Charles A. (1952) 
Reinsurance 


THE COST TO REINSURE INDIVIDUAL LIFE INSURANCE POLICIES. By 
Charles A. Ormsby. Transactions of the Society of Actuaries, 1952. 
18 pages. 


Purpose: To present (1) sample calculations which demonstrate one 
possible Selick’ umeannehs in making the required cost analysis, and 
(2) illustrative costs to reinsure life risks individually under present-day 
conditions for representative plans and ages on both of the basic plans of 
reinsurance—Yearly Renewable Term and Coinsurance. 

Materials and Methods: Generally accepted actuarial techniques to- 
gether with modern reinsurance mortality and typical assumptions as to 
expenses and other pertinent factors. The cost figures presented are pro- 
jected or prospective costs, not retrospective or “after the fact.” 

Facts Presented: For reinsurance on both the Coinsurance and Yearly 
Renewable Term plans, figures for life reinsurance costs based on issue 
ages 25, 40, and 55, and three of the basic plans of insurance, Ordinary 
Life, Life 20, and Endowment 20. A distinction is made between those 
cases where only a portion of the policy is reinsured and those where 
one hundred per cent of the policy is reinsured. 

Conclusions and Recommendations: (1) The main conclusion reached 
is that the effective cost to reinsure is an individual company matter de- 
pending as it does, in addition to the usual factors such as average size 
and the reinsurer’s charges, on: (a) the gross premiums charged the 
policyholder, (b) the extent to which the reinsurance is required to ca 
the overhead charges, (c) the percentage of policies fully reinsured, 
(d) the distribution of amounts reinsured with respect to issue age and 
original plan, and (e) the value placed by the ceding company on the 
numerous features which tend to offset the out-of-pocket cost to reinsure 
(such as reinsurance dividends, increased earnings for agents, the recap- 
ture privilege). (2) Under present-day reinsurance treaties there is a 
large area of issue ages and plans of original insurance where reinsurance 
yields a profit to both the reinsured and the reinsurer. 
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Trueblood, Lyle R. (1953) 
Insurance Plans and Policies 


UNEMPLOYMENT COMPENSATION DISQUALIFICATIONS iN INDIANA. 
By Lyle R. Trueblood. Unpublished D.B.A. dissertation, Indiana 
University, 1953. 300 pages. 


Purpose: To determine the principles and criteria that were applied 
by the Indiana tribunals in deciding whether or not the claimant should 
be disqualified in receiving unemployment compensation benefits. 

Materials and Methods: The Benefit Series Service on Unemployment 
Insurance was consulted. The Service used the criteria of new facts and 
situations and new interpretations of similar facts and situations in pub- 
lishing summaries of unemployment compensation benefit cases that the 
various States’ appeal tribunals have decided. The identification num- 
bers of the Indiana disqualification cases were taken from the Service, 
and the actual cases were reviewed at the offices of the Indiana Employ- 
ment Security Division. Then, they were analyzed to determine the prin- 
ciples and criteria that were applied. 

Facts Presented: The cases were concerned with the voluntary leav- 
ing without good cause, discharge for misconduct, refusal of suitable 
work, and labor disputes clauses of the Indiana Act. Some examples of 
the criteria utilized the tribunals follow. 

Family obligations are more important to a worker than any obliga- 
tions concerned directly with his job. The worker must act in a prudent 
manner, as the “ordinary worker.” The conditions of the labor market 
are important. Misconduct is characterized as an intentional act, wilful 
neglect of duties, or extreme carelessness by the employee. To be suitable, 
an offer of work refers to a job which is immediately available, is bona 
fide, is directed to the claimant, and is informative on pertinent matters 
(duties, wages, and working conditions). An employee is directly inter- 
ested in a dispute when he is a member of the union which calls a strike, 
is in sympathy with the other workers, or is directly interested in the 
outcome of the dispute. 

Conclusions and Recommendations: With respect to the tribunals’ 
imposition of disqualifications, Indiana ranked with the third of the States 
that were most restrictive. The major reason for this was that the Indiana 
disqualification provisions are restrictive in nature. The Indiana tribunals 
were slower than many of the other tribunals in the amount of time that 
it took to render decisions on cases appealed to them. 

The “ordinary worker” test was applied in many cases under each of 
the clauses. It may be criticized because the tribunal is acting upon its 
belief of how an “ordinary worker” would act under the circumstances. 
Also, at the hearing the tribunal is looking at the situation by hindsight 
rather than by foresight and frequently has only the most recent events 
in the panel a Bosenes. ee relationship to consider. Other freqeuently 
used criteria are prescri in the F » ae Social Security Act and in the 
Indiana unemployment compensation statute. 

With the exception of the discharge for misconduct cases, the Indiana 
tribunals’ consistency was good in the application of principles in their 
decision-making. 
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Educational and Risk Management Organizations 


AMERICAN COLLEGE OF LIFE UNDERWRITERS Dr. Davis W. Grecc, 
President, 3924 Walnut Street, Philadelphia 4, Pennsylvania. 


Regional Teacher's Conferences: A series of conferences were held in October 
in Portland, Oregon; Los Angeles, California; and Dallas, Texas. Novem- 
ber 14-15. Chicago, Illinois. November 18-19. St. Louis, Missouri. 


Publications: Announcement 1957-58. Free. 
C.L.U. Study Guides. 5 Parts. $3.50 each. 
Teachers Manuals. 5 parts. Available to teachers of the re- 
spective parts. Free. 
Composite Answers. Published annually to cover the material 
on the five examinations. Revised annually. $1.50 per set. 
Brochures. $1.00 each. 
“Fundamentals of Federal Old Age and Survivors Insurance.” 
By Ackerman and Ivry. 1957. 
“Life Insurance Company Annual Reports.” By Blair. 1956. 
“Investments of Life Insurance Companies—Their Changing 
Frontiers.” By Hoffman. 1956. 
“The Professional Concept in Life Underwriting.” By Hueb- 
ner. 1956. 
“Fundamentals of Government Life Insurance and Related 
Benefits.” By Reid. 1957. 
“Needs and the Life Underwriter.” By Sullivan. 1957. 
“Profit-Sharing and Other Forms of Deferred Compensation.” 
By Bomar. 1956. 
“Economics of Health Insurance.” By Huebner. 1956. 
“Social Problems.” By McKain. 1956. 
“Key Man Uses of Life Insurance.” By Smith. 1955. 
“Fundamentals of State Death Taxes.” By Clapp. 1956. 
“Fundamentals of Property and Casualty Insurance.” By 
Heins. 1956. 
“The Place of Personal Salesmanship of Services in Our 
Economy.” By Maynard, 1952. 


THE AMERICAN INSTITUTE FOR PROPERTY AND LIABILITY UNDER- 
WRITERS, INC. Dr. Harry J. Loman, Dean, 3924 Walnut Street, 
Philadelphia 4, Pennsylvania. 


National Conferment of C.P.C.U. Designations: This meeting was held on Octo- 
ber 2 in New York City. 
Publications: Announcement. Free. 

Questions and Composite Answers. Published annually to 
cover the material on the five C.P.C.U. examinations. $1.00 
per set. 

Topical Outlines. Guides to the material covered on the five 
examinations. Revised annually. 25 cents per part. 
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AMERICAN MANAGEMENT ASSOCIATION Mab. Sern S. Faison, In- 
surance Division Manager, 1515 Broadway, New York 36, New 


York. 


Fall insurance Conference. November 13-15. Chicago, Illinois. 

Special Conference on Employees Benefits. March 5-7. Chicago, Illinois. 

Spring Insurance Conference. May 5-7. New York, New York. 

Publications: Controlling Employee Benefit and Pension Costs. Special Re- 
port No. 23. $2.50 to AMA members and $3.75 to non- 
members. 

Buying and Administering Corporate Insurance. By Russell 
Gallagher. Research Report No. 15. $2.50 to AMA mem- 
bers and $3.75 to non-members. 

Corporate Insurance Manuals, Reports, and Records. By James 
Cristy. Research Report No. 25. $2.75 to AMA members and 
$3.75 to non-members. 

The Changing Picture in Corporate Insurance. Insurance Series 
No. 114. $1.00 to AMA members and $1.75 to non-members. 

Meeting New Needs in Insurance Management. Insurance 
Series No. 115. $1.00 to AMA members and $1.75 to non- 
members. 

Note: In addition to the above-mentioned conferences, the American 
Management Association conducts a total of 23 orientation and workshop 
seminars from October through June in New York, Chicago, New Orleans, 
and Los Angeles. Specific information on these three and five-day meet- 
ings can be obtained from Mr. Faison. 


AMERICAN SOCIETY OF CHARTERED LIFE UNDERWRITERS Mr. Pau 
S. Mitts, Managing Director, 3924 Walnut Street, Philadelphia 4, 
Pennsylvania. 


Publications: The C.L.U. Journal. A quarterly publication. 
Query. A monthly mailing piece for members of the Society. 
Working Together for Professional Growth. A brochure which 
tells the story of the Society. 


AMERICAN SOCIETY OF INSURANCE MANAGEMENT, INC. Mr. PeTer 
A. Burke, Managing Director, 49 East 32nd Street, New York 1, 
New York. 


Annual Meeting: November 12. Chicago Athletic Association, 12 South 
Michigan Boulevard, Chicago, Illinois. 

Publication: National Insurance Buyer. A bi-monthly publication. $5.10 per 

year for non-members, free for members. 

Note: The Society has granted a number of honorary memberships to in- 
surance educators in this country. It is also working with these and 
other teachers to encourage the development of risk management courses 
in colleges and universities. 


CHAMBER OF COMMERCE OF THE UNITED STATES Mnb. A. L. Kinx- 
PATRICK, Manager, Insurance Department, 1615 H Street, N.W., 
Washington 6, D.C. 
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Annval Meeting: April 28-30. Washington, D.C. 
Publications: Leadership in Service. Progress Report of the Chamber, 1957. 
Policy Declarations. 1956. 
Dictionary of Insurance Terms. $1.75. 
A Look at Modern Health Insurance. $1.50. 
Look Forward to Your Retirement. 
Major Medical Expense Insurance. 1956. 
Health Insurance for Older Citizens. 
Analysis of Workmen’s Compensation Laws. $1.00. 


THE CHARTERED INSURANCE INSTITUTE Mr. A. L. CocKERELL, Secre- 
tary, The Hall, 20 Aldermanbury, London, E.C.2., England. 


Annual Conference: September, 1958. Dublin. 

Publications: The Journal. An annual publication. Contains papers and 
articles on insurance subjects. $1.05 per copy to members, 
$2.10 per copy to non-members, post free in either case. Free 
to Fellows and Associates. 

Yearbook. An annual publication. Contains lists of names of 
Fellows and Associates, reports and descriptive notes on the 
Institute’s work. Free on request to recipients of The Journal. 
$.42 per copy to others, post free. 

Sixty Years of The Chartered Insurance Institute. By H. A. L. 
Cockerell. $.77 per copy, post free. 

French for Insurance Officials. By W. A. Dinsdale and E. A. 
Pearce. $1.05 per copy to members, $2.10 per copy to non- 
members, and $.12 postage in either case. 

Spanish for Insurance Officials. By A. C. S. Brown and W. A. 
Dinsdale. $1.05 per copy to members, $2.10 per copy to non- 
members, and $.12 postage in either case. 

Examination Handbook, 1958. Regulations and syllabus for the 
1958 examinations: Preliminary, Associateship, and Fellow- 
ship. Free. 

Insurance Education, 1957-8. Overseas Edition. Prospectus of 
the Institute Tuition Service. Free. 

Annual Conference Handbook, 1957. Reports on the Institute’s 
work for the session, 1956-7. Free. 


THE CHARLES W. GRIFFITH MEMORIAL FOUNDATION FOR INSUR- 
ANCE EDUCATION Dr. Joun S. Bicxiey, Executive Secretary, 
The Ohio State University, Columbus 10, Ohio. 

Annual Meeting of Griffith Associates: January 20. The Ohio State University, 
Columbus, Ohio. 

Meeting of Administrative Board: March 8. The Ohio State University, Colum- 
bus, Ohio. 

Publication: Insurance at The Ohio State University. 1956. Free. 


FIRST INTERNATIONAL INSURANCE CONFERENCE Dr. Davis W. 
Grecc and Dr. Dan M. McGu1, Co-Directors (1957), 3924 Wal- 
nut Street, Philadelphia 4, Pennsylvania. 

Meeting: No definite date has been set for the second Conference. 
Publication: Proceedings. 1957. To be published shortly. 
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THE S. S. HUEBNER FOUNDATION FOR INSURANCE EDUCATION Dn. 
Dan M. McGu, Executive Director, 3620 Locust Street, Phila- 
delphia 4, Pennsylvania. 


Annual Meetings: Board of Trustees. December. Administrative Board. 
March. Note: Neither meeting is open to the public. 
Lecture Series: Held on alternate years and open to members of AAUTI. 
The next series will be in 1958-1959. 
Publication: Life Insurance Sales Management. Dan M. McGill, Editor. 
1957. $5.00. 


INSURANCE COMPANY EDUCATION DIRECTORS’ SOCIETY Mr. Wu- 
L1AM C. Moore, President, America Fore Insurance Group, 80 
Maiden Lane, New York 38, New York. 


Annual Meeting: May 21-23. Skytop, Pennsylvania. 

Publication. Education Exchange. A newsletter issued at frequent intervals 
containing news of current events relating to the educational 
and training activities of property-liability companies. It 
also contains a looseleaf section covering subjects and tech- 
niques of interest to training directors and university teach- 
ers of insurance. Available to members and associate mem- 
bers. 

Note: Members of AAUTI are invited to join the Society as Associate Mem- 

bers. 


THE INSURANCE HALL OF FAME Dr. Joun S. Bickiey, Executive 
Secretary, The Ohio State University, Columbus 10, Ohio. 


Induction Ceremony: March 7. Ohio Union, The Ohio State University, 
Columbus, Ohio. 


INSURANCE INSTITUTE OF AMERICA Dr. Harry J. Loman, Execu- 
tive Vice President, 3924 Walnut Street, Philadelphia 4, Pennsyl- 
vania. 

Annual Meeting: November 12. New York City. 


Publications: Announcement. 1957. Free. 
Syllabus for-Use in Organized Classes Designed to Assist 
Persons to Prepare for New York State Agents’ and Brokers’ 

Examination. 1955. $.50. 


INSURANCE SOCIETY OF NEW YORK, INC.—THE SCHOOL OF IN- 
SURANCE Mp. ArtuHur C. Goerticu, Dean, 225 Broadway, New 
York 7, New York. 


Publications: The News Letter. For members. 
Catalogue 1957-58. Free, upon request. Note: Day School 
terms begin September 24, January 7, and March 25. The 6- 
week Agents’ Course begins February 10. 
Note: The Library of the Society is open to members of AAUTI for research 
without charge. Materials, however, are loaned only to members of the 
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Society (Non-Resident dues: $5.00 per year) and to students currently 
enrolled in The School of Insurance. 


THE JAMES S. KEMPER FOUNDATION Me. Himam L. KENNicoTT, 
Executive Director, Mutual Insurance Building, Chicago 40, IIli- 
nois. 

Note: In addition to programs of scholarships and fellowships, The Founda- 
dation has institute: the John M. Breen Fellowship for graduate work 


in preparation for teaching—particularly insurance. The candidates 
chosen for this Fellowship may attend the institutions of their choice. 


Publication: Annual Report. 


LIFE UNDERWRITER TRAINING COUNCIL Mr. Loran E. Powe t, 
Managing Director, 1800 H Street, N.W., Washington 6, D.C. 


Instructors Conferences: A number of such conferences were held in October. 


Note: Members of AAUTI are cordially invited to attend these meetings in 
future years and local LUTC classes from time to time. Arrangements 
for sitting in on local classes may be made with the instructor. His name 
can be obtained from the local life underwriters’ association. 


Publications: Course Announcement. 1957. Free. 
Educational and Training Opportunities for the Life Under- 
writer. A review of campus training schools, the LUTC, and 
C.L.U. work. Available through the Life Insurance Agency 
Management Association, 855 Asylum Avenue, Hartford, 
Connecticut. 25 cents. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS Mr. 
Hucu L. Touiack, Executive Secretary, 160 North LaSalle Street, 
Chicago 1, Illinois. 

Regular Meeting. December 2-6, 1957. Commodore Hotel, New York, New 


York, 
Annual Meeting. June 9-13, 1958. Conrad Hilton Hetel, Chicago, Illinois. 


Publications: Proceedings. Volume I is published following the Regular 
Meeting in December of each year, and Volume II is pub- 
lished following the Annual Meeting in June of each year. 


RESEARCH COUNCIL FOR ECONOMIC SECURITY Mr. G. HinscHFeLp, 
Director, 111 West Jackson Boulevard, Chicago 4, Illinois. 


Publications: Prolonged Illness-Absenteeism: Summary Report. 1957. $10.00. 
Sickness Compensation. 1957. 
Economic Security. 1957. 


THE SELF-INSURERS ASSOCIATION Mnp. James J. Recan, Secretary, 
165 Broadway, New York 6, New York. 


Fall Meeting: December 12. Hotel Biltmore, New York, New York. 
Publications: Reprints of many of the talks given at the Fall Meeting are 
available upon request. 
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SOCIETY OF ACTUARIES Mr. Arntuur A. McKiyni, Executive Sec- 
retary, 208 South LaSalle Street, Chicago 4, Illinois. 


Annual Meeting: The meeting was held in October in New York City. 
Note: This meeting was followed on October 15-25 by the XVth Inter- 
national Congress of Actuaries. 
Spring Meetings: April 10-11. Sheraton Hotel, Philadelphia, Pennsylvania. 
June 5-6. Drake Hotel, Chicago, Illinois. 
Publication: Transactions. 1956. $15.00. Previous issues are available. 


THE SOCIETY OF CHARTERED PROPERTY AND CASUALTY UNDER- 
WRITERS Mn. Rosert M. Morse, Executive Secretary, 3924 Wal- 
nut Street, Philadelphia 4, Pennsylvania. 


Annual Meeting and Seminar: The meeting was held on October 1-3 in New 
York City. 
Publication: The Annals. Proceedings of the annual meeting of the Society. 
Periodical supplements to The Annals will appear from time 
to time. 


SPECIAL LIBRARIES ASSOCIATION Mr. Witu1AM J. Mortimer, Chair- 
man, Insurance Division, 855 Asylum Avenue, Hartford 5, Con- 


necticut. 


Annval Convention: June 8-12. Chicago, Illinois. 
Publications: Bulletin. Issued three times per year. Free to AAUTI members 
upon request. 

Insurance Book Reviews. Monthly listing of insurance publica- 
tions. Annual subscription rate of $3.50, with checks pay- 
able to Miss Dorothea M. Sommer, Librarian, America Fore 
Insurance Group, 80 Maiden Lane, New York 38, New York. 
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THE ASSOCIATION OF LIFE INSURANCE MEDICAL DIRECTORS Dn. 
Roya. S. Scuaar, Secretary, P.O. Box 594, Newark 1, New Jersey. 


Annual Meeting: The meeting was held in October in New York City. 
Publication: Transactions. Proceedings of annual meeting, published an- 
nually. $5.00. 


THE GENERAL AGENTS AND MANAGERS CONFERENCE Mar. L. Mor- 
TIMER Buck.ey, Chairman, 919 Mercantile Bank Building, Dallas 
1, Texas. 

Annual Management Conference: September 7, Dallas, Texas. 
Publications: The GAMC News. A bimonthly newsletter. Available upon 
request. 
GAMC Brochures. Reports of the Annual and Mid-Year Meet- 
ings of the Conference. 50 cents per issue. 


HEALTH INSURANCE ASSOCIATION OF AMERICA Mar. Rosent R. 
Neat, General Manager, 1701 K Street, N.W., Washington 6, D.C. 


Individual Insurance Forum: This meeting was held October 21-23 in New 
York City. 

Group Insurance Forum: February 17-19. Drake Hotel, Chicago, Illinois. 

Methods and Procedures Forum: March 10-11. Biltmore Hotel, New York. 

Annual Meeting: May 12-14. Drake Hotel, Chicago, Illinois. 

Publications: All public communications and publications of the Association 
are released through the Health Insurance Institute. Mem- 
bers of the AAUTI are on the mailing list of the Institute 
and will receive its publications. 


HEALTH INSURANCE INSTITUTE Mr. James R. Wiii1aMs, Vice Presi- 
dent, 488 Madison Avenue, New York 22, New York. 


Publications: Several booklets are in preparation and will be distributed to 
members of AAUTI as soon as they are completed. 
Note: The Health Insurance Institute serves as a central source of health 
insurance information for the public on béhalf of insurance companies 
and reports public attitudes regarding this type of protection to the 
insurance business. 


HOME OFFICE LIFE UNDERWRITERS ASSOCIATION Mr. ArTHUR 
FAULKNER, Secretary, 1295 State Street, Springfield 9, Massachu- 
setts. 


Annual Meeting: May 8-10. Chalfonte-Haddon Hall Hotel, Atlantic City, 
New Jersey. 

Publication: Proceedings. 1956. $5.00. This and previous volumes are 

available through Mr. Arthur A. Windecker, The Equitable 

Life Assurance Society, 393 Seventh Avenue, New York, 

New York. 
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INSTITUTE OF HOME OFFICE UNDERWRITERS Mn. Cuarzes A. Wii, 
Secretary-Treasurer, 50 Union Square, New York 3, New York. 


Annual Meeting: November 6-8. The Edgewater Beach Hotel, Chicago, IIli- 


nois. 
Publication: Proceedings. 1956. $5.00. Previous issues are available. 


INSTITUTE OF LIFE INSURANCE Mr. Hocar J. Jounson, President, 
488 Madison Avenue, New York 22, New York. 


Annual Meeting: December 10. Waldorf-Astoria Hotel, New York City. 
Publications: 1957 Life Insurance Fact Book. Single copies free. 
Handbook of Life Insurance. By R. Wilfred Kelsey and Arthur 
C. Daniels. Second Edition. 1956. Single copies free. 
Report of the 1956 Annual Meeting. Free. 
A List of Worthwhile Life Insurance Books. 1957. Free. 
The Tally of Life Insurance Statistics. Published monthly. Free. 


LIFE INSURANCE ADVERTISERS ASSOCIATION Mn. Henry M. KeEn- 
NEDY, President, The Prudential Insurance Company of America, 
P.O. Drawer 594, Newark 1, New Jersey. 


Annual Meeting: This meeting was held on September 26-28 in Philadelphia, 
Pennsylvania. 
Publication: Proceedings. 1956. Free. This and previous volumes are avail- 
able upon request. 

Note: The Association prepares case studies from time to time which pre- 
sent specific advertising problems which have faced member companies. 
The solutions employed and an evaluation of their effectiveness are in- 
cluded in these digests. They are available, upon request, from Mr. Ken- 
nedy, 


LIFE INSURANCE AGENCY MANAGEMENT ASSOCIATION Miss Mar- 
caret A. Durry, Public Relations Assistant, 855 Asylum Avenue, 
Hartford 5, Connecticut. 


Annual Meeting: November 11-14. The Edgewater Beach Hotel, Chicago, 
Illinois. 
Atlantic Alumni Association Meeting: This meeting was held October 24-25 in 
New York City. 
Agency Management Conference: March 17-19. The Edgewater Beach Hotel, 
Chicago, Illinois. 
Accident and Sickness Meeting: April 14-16. The Edgewater Beach Hotel, 
Chicago, Illinois. 
Combination Companies Conference: April 30-May 3. The Grove Park, Ashe- 
ville, North Carolina. 
Publications: Manager's Magazine and District Management. Bi-monthly 
periodicals devoted to agency management problems. 
Manager's Handbook. A monthly management service. 
Study Course in Agency Management. 
Study Course in District Management. 
Supervisors Study Course. 











182 The Journal of Insurance 


Agent Development Program. 

Research Reports. 

Field Publications. 

Catalog of Publications. A listing of the many publications of 
the Association and their prices. 

Life Insurance Newsletter. A spring and fall release to teachers 
in American colleges and universities. 

Note: Teachers of insurance are welcome to visit the Association’s Schools 
in Agency Management which are conducted in the summer at various 
locations throughout the country. A listing of these schools for 1958 may 
be obtained from Miss Duffy. 


LIFE INSURANCE ASSOCIATION OF AMERICA Mr. Rosert B. Crane, 
Secretary, 488 Madison Avenue, New York 22, New York. 


Annual Meeting (51st): December 11-12. Waldorf-Astoria Hotel, New York, 
New York. 
Publication: Proceedings of the Fiftieth Annual Meeting. 1957. Available 
upon request. 


LIFE INSURERS CONFERENCE Mr. Martin B. WiuiaMs, Executive 
Director, 618-19 Mutual Building, Richmond 19, Virginia. 
Publication: Proceedings. 1956. Available for libraries of colleges and uni- 

versities without charge if requested prior to printing. 
Note: The Conference makes available to members of AAUTI its assistance 
in arranging visits to the home offices of member companies. 


NATIONAL ASSOCIATION OF LIFE COMPANIES, INC. Mr. DeWrrr 
H. Roserts, Executive Secretary, 1409 Peachtree Street, N.E., 


Atlanta, Georgia. 
Annual Convention: Week ci July 23. Denver, Colorado. 


THE NATIONAL ASSOCIATION OF LIFE UNDERWRITERS Mn. Luster 
O. Scuriver, Managing Director, 1800 H Street, N.W., Washing- 
ton, D.C. 


Annual Convention: This meeting was held on September 15-20 in Detroit, 
Michigan. 
Mid-Year Meeting: March 23-27. Birmingham, Alabama. 
Publications. Life Association News. A monthly periodical available to 
AAUTI members on a complimentary basis if the copies will 
be placed in the school library. 


A compilation of committee reports is available in limited 
supply. 


NATIONAL FRATERNAL CONGRESS OF AMERICA Mr. Foster F. 
Farre.., Secretary-Treasurer, 35 East Wacker Drive, Chicago 1, 
Illinois. 

Annval Meeting: September 29-October 1, 1958. Hotel Fontainebleau, 
Miami Beach, Florida. Seventy-second annual meeting. 
Publication: Proceedings. 1956. Free. 
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AMERICAN ASSOCIATION OF MANAGING GENERAL AGENTS Mar. 
Hersert C. Sressins, Secretary, 1250 Stout Street, Denver 4, 
Colorado. 


Annual Convention: May 11-14. Broadmoor Hotel, Colorado Springs, 


Colorado. 
Publications: Proceedings. 1957. Free. 
Membership Directory. 1956. Free. 


AMERICAN HULL INSURANCE SYNDICATE Map. S. D. Livincston, 
Secretary, 99 John Street, New York 38, New York. 


Publication: Serving the World’s Ship Owners. Free. 


AMERICAN INSTITUTE OF MARINE UNDERWRITERS Mr. Cart E. 
McDoweE LL, Executive Vice President, 99 John Street, New York 
38, New York. 


Note: Members of AAUTI are cordially invited to direct any questions they 
may have concerning marine insurance to this Institute. They are also 
invited to visit the offices of the Institute. 


AMERICAN INSURANCE ASSOCIATION Mr. Joun F. Neviize, Secre- 
tary, 116 John Street, New York 38, New York. 


Publication: Studies of Floods and Flood Damage 1952-1955. 


AMERICAN MUTUAL INSURANCE ALLIANCE Mr. L. A. Frrzcera.p, 
Director of Information, 20 North Wacker Drive, Chicago 6, Illi- 


nois. 


Advartising-Sales Conference Exhibit: This conference was held October 21-23 
in New Orleans, Louisiana. 
Mutval Insurance Forum: November 20-22. Dinkler Plaza Hotel, Atlanta, 
Georgia. 
Annual Meeting: May 5-6. Edgewater Beach Hotel, Chicago, Illinois. 
Publication: A Study Kit for Students of Insurance: Casualty-Fire-Marine- 
Life. Available for class distribution without charge. 


ASSOCIATED FACTORY MUTUAL FIRE INSURANCE COMPANIES Max. 
G. F. Want, General Manager, Factory Mutual Engineering Di- 
vision, 1151 Boston-Providence Turnpike, Norwood, Massachu- 


setts. 


Publications: Factory Mutual Record. A monthly magazine for plant manage- 
ment and fire protection supervisory 
Approved Equipment for Industrial Fire Protection. 
Organizing Your Plant for Fire Safety. 
Loss Prevention Bulletins. A series of bulletins covering recom- 
mended engineering standards for fire protection. 
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Note: Latest annual report and list of publications and prices will be sent 
on request. Motion picture training films on fire protection also available 
as outlined in publications list. 


ASSOCIATION OF CASUALTY AND SURETY COMPANIES Mar. J. 
Dewey Dorsett, General Manager, 60 John Street, New York 38, 
New York. 

Annual Meeting: May 138. New York, New York. The meeting is devoted to 
the presentation of annual reports by the officers and departments of the 


Association, the election of officers and members of the Executive Com- 
mittee, and such other matters as may be submitted for consideration. 


Publications: The Casualty and Surety Journal. A bi-monthly magazine 

available without charge to members of AAUTI. 

A Career for You. Free. 

Specimen Insurance Policies for General or Survey Insurance 
Courses: Property-Casualty-Life-Health. Available for class 
distribution without charge if collegiate credit is offered. 

Specimen Insurance Policies for Fire, Casualty, Surety, and 
Health. Available for distribution without charge in advanced 
or special courses which offer collegiate credit. 


ASSOCIATION OF INSURANCE ATTORNEYS Mr. Hans J. Hoxrorr, 
Secretary, 1728 Broadway, Gering, Nebraska. 


Annval Meeting: March 27-29, 1958. Hotel Radisson, Minneapolis, Minne- 
sota. 
Publication: Roster of Membership. Published quarterly. 


BOARD OF FIRE UNDERWRITERS OF THE PACIFIC Mr. Franx C. 
Coirmpce, Manager-Secretary, 320 California Street, San Fran- 
cisco 4, California. 

Publications: Board Lines. House organ for the Board. Available to mem- 
bers of AAUTI without charge. 
Report of Landslide, Portuguese Bend Area, Palos Verdes, Los 
Angeles County, California, November, 1956. 
The Malibu Fires, Los Angeles and Ventura Counties, Cali- 
fornia, December 26-30, 1956. 


CONFERENCE OF MUTUAL CASUALTY COMPANIES Mr. Pavut E. 
BuEHLER, Secretary, 50 West Gay Street, Columbus, Ohio. 
Clinics: Accounting, Office Methods, and Personnel. December 4-5. Chicago, 
Illinois. 
Fire Insurance Underwriting, Claims, and Reinsurance. February 6-7. 
Chicago, Illinois. 
Underwriting Automobile and General Casualty Lines. March 13-14. 
Chicago, Illinois. 
Automobile and General Casualty Lines Claims. May 8-9. Chicago, Illi- 


nois. 
Sales and Agency. September 4-5. Chicago, Illinois. 
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FACTORY INSURANCE ASSOCIATION Mn. W. H. Fornistauy, Gen- 
eral Manager, 85 Woodland Street, Hartford 2, Connecticut. 


Publications: Sentinel. A monthly publication devoted to fire protection 
matters. Available to AAUT! members upon request without 
charge. 

An Introduction to FIA. Free. 


FIRE UNDERWRITERS ASSOCIATION OF THE PACIFIC Mr. Ricuarp 
B. Masters, Manager-Educational Director, 320 California Street, 
San Francisco 4, California. 


Annual Meeting. March 5-6, San Francisco, California. 
Publication: Annual Proceedings. 1957. Free. 


GENERAL ADJUSTMENT BUREAU, INC. Mr. ALLAN Wixman, Di- 
rector of Education and Research, 99 John Street, New York 38, 
New York. 


Note: The Bureau maintains a list of qualified speakers who are authorized 
by management to accept invitations to address civic and business groups. 
Insurance teachers interested in obtaining a Bureau representative to talk 
on a phase of the organization’s operations should contact a Departmental 
Office in New York, Atlanta, Dallas, or San Francisco. 

Publications: Directory of Branch Offices and Casualty Adjusting Facilities. 

Published annually. 

Know. A quarterly magazine for the Bureau associates. 

Special Reports. Published on occasion to summarize the 
Bureau’s catastrophe operations. Within the past decade re- 
ports have been distributed on such disasters as the South 
Amboy explosion; the Great Storm of 1950; the Waco, San 
Angelo, and Worcester tornadoes; and the 1954 hurricanes. 

Industry Reports. Published when a situation in a particular 
industry presents an important problem for Bureau adjusters 
and company loss executives. In recent years typical reports 
have been The Cotton Gin Risk, The Citrus Fruit Risk, and 
The Soybean Storage Risk. 

Guides. Published for Bureau adjusters who handle the various 
types of losses and claims. 


INSURANCE ACCOUNTANTS ASSOCIATION Mz. C. F. Karern, First 
Vice President, 19 Rector Street, New York 6, New York. 


A | Conf This conference was held on October 30-November 1 
in Atlantic City, New Jersey. 
General Meeting: November 21. Hotel New Yorker, New York, New York. 
Publication: 1956 Proceedings. 1956. A limited number available upon re- 
quest. $5.00. 


INSURANCE ACCOUNTING AND STATISTICAL ASSOCIATION Map. 
L. J. Haz, Secretary-Treasurer, Kansas City Life Insurance Com- 
pany, P.O. Box 139, Kansas City 41, Missouri. 


Annual Meeting. June 2-4, 1958. Hotel Sherman, Chicago, Illinois. 
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Publications: Annual Proceedings. 1956. 
The Interpreter. A monthly magazine. 


INSURANCE ADVERTISING CONFERENCE Mr. Epmunp V. SCHENKE, 
President, 150 William Street, New York 38, New York. 


Midyear Meeting: This meeting was held on October 28 in New York City. 
Annual Meeting: June. 
Publication: 1.A.C. Bulletin. Published periodically. 


INTERNATIONAL ASSOCIATION OF INDUSTRIAL ACCIDENT BOARDS 
AND COMMISSIONS Mr. Paut E. Gurske, Secretary-Treasurer, 
Bureau of Labor Standards, U.S. Department of Labor, Wash- 
ington 25, D.C. 


Annual Meeting: This meeting was held on September 22-26 in St. Paul, 
Minnesota. 
Publication: Proceedings of the 1955 Convention. Bulletin 186, Bureau of 
Labor Standards, U.S. Department of Labor, U.S. Govern- 
ment Printing Office, Washington, D.C. 75 cents. 


INTERNATIONAL ASSOCIATION OF INSURANCE COUNSEL Mr. W1- 
LIAM E. Knepper, Editor, 150 East Broad Street, Columbus 15, 


Ohio. 


Publication: Insurance Counsel Journal. Quarterly journal available for 
school libraries at a cost of $10 per year. 


NATIONAL ASSOCIATION OF CASUALTY AND SURETY AGENTS Mp. 
C. F. J. Harrincton, Executive Vice President, 112 Water Street, 
Boston, Massachusetts. 


Annual Meeting: This meeting was held on October 6-9 in White Sulphur 
Springs, West Virginia. : 
Midyear Meeting: April. The specific date and location of this meeting will 
be determined in October. 
Publication: National Association of Casualty and Surety Agents. A monthly 
bulletin and newsletter. 


NATIONAL ASSOCIATION OF INDEPENDENT INSURERS Mr. Bos 
Or.BERG, Public Relations Director, 111 West Washington Street, 
Chicago 2, Illinois. Note: After February 1, the Association’s 
address will be 30 West Monroe Street, Chicago, Illinois. 


Annual Meeting: This meeting was held on October 16-18 in Chicago, Illinois. 
Publications: The Role of the National Association of Independent Insurers. 
A descriptive brochure covering the history, present activities, 
and philosophy of N.A.LI. 
NAIC Departmental Personnel Roster. Roster of key personnel 
in all state insurance departments. June 1, 1957. Free to 
AAUTI members, $1.00 to others. 
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THE NATIONAL ASSOCIATION OF INSURANCE BROKERS, INC. Mr. 
Barciay SHaw, Secretary, 62 William Street, New York 5, New 
York. 

Annual Meeting: May 12-14. Los Angeles, California. 
Note: Member associations of The National Association of Insurance Brokers 
are in New York, Boston, St. Louis, Chicago, San Francisco, and Los 


Angeles. Members of AAUTI wishing to attend meetings of the groups 
are invited to do so. Further details may be obtained from Mr. Shaw. 


Publication: The Friday Flash. A weekly newsletter covering items of cur- 
rent interest in the insurance field. 


NATIONAL ASSOCIATION OF MUTUAL INSURANCE AGENTS Mar. 
Pamir L. Batpwin, General Manager, Investment Building, 
Washington 5, D.C. 


Annual Meeting: This meeting was held October 14-16 in Chicago. 
Spring Meeting: May 12-14. Kentucky Hotel, Louisville, Kentucky. 


Publication: Mutual Review. A monthly magazine available without charge 
upon request to members of AAUTI. 


NATIONAL ASSOCIATION OF MUTUAL INSURANCE COMPANIES Mr. 
Harry P. Cooper, Jr., Secretary, 2105 North Meridian Street, 
Indianapolis 7, Indiana. 

Annual Convention: This meeting was held October 20-23 in New Orleans. 


Publications: Proceedings and Papers of Annual Convention. $2.00. 
Mutual Insurance Bulletin. A monthly publication. $2.00 per 


year. 
Miscellaneous leaflets regarding mutual insurance and loss pre- 
vention. 


THE NATIONAL BOARD OF FIRE UNDERWRITERS Mr. L. A. Vin- 
CENT, General Manager, 85 John Street, New York 38, New York. 


Publications: A Career for You. Free. 

Specimen Insurance Policies for General or Survey Insurance 
Courses: Property—Casualty—Life—Health. Available for 
class distribution without charge if collegiate credit is 
offered. 

Specimen Insurance Policies for Fire, Casualty, Surety, and 
Health. Available for distribution without charge in ad- 
vanced or special courses which offer collegiate credit. 


NATIONAL COUNCIL ON COMPENSATION INSURANCE Mr. Georce 
F. Reaui, General Manager, 200 Fourth Avenue, New York 3, 
New York. 


Annual Meeting: March 6. New York, New York. 

Note: Members of AAUTI are cordially invited to direct any questions they 
may have concerning compensation rates, rating plans, statistical plans, 
manual rules, or policy forms to the Council. There is also an open in- 
vitation to visit the offices of the Council. 











138 The Journal of Insurance 


NATIONAL FIRE PROTECTION ASSOCIATION Mnr. Percy BucBEE, 
General Manager, 60 Batterymarch Street, Boston 10, Massachu- 
setts. 

Annual Meeting: May 19-23. Chicago, Illinois. 
Publications: Proceedings. 
Fire News. A monthly bulletin on developments in the fire 


field. 

Firemen. A monthly magazine for fire departments, public and 
industrial. 

NFPA Quarterly. A journal containing articles on important 
fires and important new information on fire protections and 
prevention. 

National Fire Codes. 6 volumes. 

Standards and Committee Reports. A series of pamphlets. 

Reference Books. A series of handbooks on various aspects of 
fire prevention and protection. 

Current Fire Records and Fire Reports. A series of pamphlets 
on types of fires and specific fires. 

List of NFPA Publications. 


NATIONAL SAFETY COUNCIL Mr. Rosert Powe Lt, Director, Mem- 
bership Service Bureau, 425 North Michigan Avenue, Chicago 


11, Illinois. 


National Safety Congress. This Congress was held on October 21-25 in 
Chicago. 
Publications: The Fight for Life. A report on the 43rd year of the National 
Safety Council. Free. 
Accident Facts. 1957 Edition. $1.15. 
National Safety News. A monthly industrial magazine. $6.50 
a year. 
Traffic Safety. A monthly magazine dedicated to the preven- 
tion of traffic accidents. 
Safety Education. A magazine issued monthly, September 
through May, dealing with safety in schools. $3.50 a year. 
Home Safety Review. Issued monthly, September through 
June. $2.25 a year. 
Farm Safety Review. A monthly magazine. $1.15. 
1956 Transactions. 29 volumes covering the transactions of the 
National Safety Congress. Annual. 
Occupational Safety Services, Materials and Publications. This 
catalog includes a listing of all printed and film material 
prepared by the Council. 1957. Free. 


SOUTH-EASTERN UNDERWRITERS ASSOCIATION Mr. R. M. McFar- 
LAND, JR., Assistant Secretary, P.O. Box 5048, Atlanta 2, Geergia. 
Publication: Tufted Textile Manufacturing Plants. March 21, 1957. An 


engineering report. 


THE SURETY ASSOCIATION OF AMERICA Mr. Davin Porter, Edu- 
cational Director, 60 John Street, New York 38, New York. 
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Publications: Safeguards Against Employee Dishonesty in Business. Free. 
Corporation Fiduciary Bonds—A Safeguard of Estates. Free. 
Construction Profits and Problems. Free. 

How Much Honesty Insurance, Free. 
Construction—The Bonded Contract Is the Owner's Protection. 
Free. 


TRANSPORTATION INSURANCE RATING BUREAU Mr. WiiuiamM H. 
Roppa, Secretary, 175 West Jackson Boulevard, Chicago 4, Illi- 


nois. 


Underwriting Conference: This conference was held on September 23-25 in 
Chicago, Illinois. 
Publications: Proceedings of the Seventh Annual Underwriting Conference. 
1956. Free. 

MAC Service Letter. A quarterly safety newsletter for aircraft 
pilots. Interested teaching members of AAUTI will be put 
on the complimentary mailing list upon request. 

Inland Marine Handbook. By William H. Rodda. A loose-leaf 
book covering rates, rules, and forms for the more commonly 
written inland marine lines. Interested teachers may secure 
a copy for $3.00, with correction service provided without 
cost. 

Note: Much of the technical work of the Bureau is accomplished through 
small committees representing member companies. Each meeting is pre- 
ceded by a day of open discussion to which member companies are in- 
vited to send representatives. Insurance teachers who might be inter- 
ested in participating in such meetings will receive invitations if the 
Bureau is notified in advance of the particular subjects of interest to the 


teacher. 


UNDERWRITERS’ LABORATORIES, INC. Mr. Norman H. Davis, Jr., 
Executive Engineer, 207 East Ohio Street, Chicago 11, Illinois. 


Note: Members of AAUTI are cordially invited to visit any of the four 
laboratories maintained by this organization. In addition to the Chicago 
office, facilities are found at 161 Sixth Avenue, New York, New York; 
1655 Scott Lane, Santa Clara, California: and Northbrook. Illinois. Visits 
to the Northbrook office are arranged through the Chicago office. 


Publications: Testing for Safety. Free. 

Various lists indicating the names of products which have com- 
plied with UL requirements, including: Hazardous Location 
Equipment List; Electrical Construction Materials List; 
Electrical Appliance and Utilization List; Accident, Auto- 
motive, and Burglary Protection Equipment List; Gas and 
Oil Equipment List; and Fire Protection Equipment List. 
Note: Bi-monthly supplements to the above lists are pub- 

lished in February, etc., each year. 


Films: “Album of Public Safety.” A 20 minute 16-mm., sound film in color 
which illustrates some of the tests conducted by the Laboratories. 
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“Danger Sleuths.” A 16 minute 16-mm., black and white sound film 

which illustrates the hazards of home, school, and work. 

Note: These films are available from any of the offices listed above 
on a free loan basis. 


WESTERN ADJUSTMENT AND INSPECTION COMPANY Mr. GeorcE 
M. Lyncu, Jr., Manager, Education and Research Department, 
175 West Jackson Boulevard, Chicago 4, Illinois. 


Publications: Our Business. A monthly house organ. 

A Challenging Career. Presents career opportunities in the 
adjustment business. 

Review of Residential Coverages. An analysis of the various 
dwelling coverage forms and their application to loss adjust- 
ment. 

Analysis of the Commercial Property Form. A review of the 
terminology and coverages afforded by this relatively new 
merchantile contents coverage. 

Note: Members of AAUTI are invited to call upon this organization for 
speakers on particular or general subjects to make presentations in col- 
leges in the middle West. 


WESTERN UNDERWRITERS ASSOCIATION Mr. Wa ter G. DitHMeER, 
Assistant Manager, 175 West Jackson Boulevard, Chicago 4, Illi- 
nois. 


Note: Members of AAUTI are invited to call upon the Association for guest 
speakers for campus functions and for the assistance of the Association 
in arranging tours of insurance facilities for the benefits of students. In 
addition, once each year the Association invites a number of insurance 
teachers to Chicago for a five-day program of visiting insurance offices 
and related facilities. 











ASSOCIATION BUSINESS 


Citation from the 
American Association of University Teachers of Insurance 


to 
C. ARTHUR KULP 
May 21, 1957 


On the occasion of the International Insurance Conference at 
the University of Pennsylvania, the American Association of Uni- 
versity Teachers of Insurance wishes to express and permanently 
record its sincere appreciation for the notable contributions you 
have made not only to insurance education but to collegiate educa- 
tion for business and the public welfare generally. 

A quarter of a century ago you were one of the co-founders of 
this association, and you served as its president in 1946-47. Your 
continuous service to the association as a participant in its delibera- 
tions, as committeeman, and as an officer has been an important 
factor in its growth and strength. 

Those who are associated with insurance education believe it is 
extremely fortunate for the institution of insurance that you chose 
this field as your specialty. They are fully aware that your wide 
intellectual interests, talents, and attainments qualify you equally 
well for professorial status in other areas of academic endeavor. 

Although your distinguished career has been inseparably inter- 
woven with the welfare of the Wharton School from which you 
received your first academic degree in 1917 and where you have 
served as professor, department chairman, director of the graduate 
division and now dean of the school, the impact of the stimulating 
and incisive thinking demonstrated in your research, writing, ad- 
ministrative, and consultive activities knows no such bounds. 

Your monumental work on casualty insurance has stretched the 
minds of thousands of students who never have had the pleasure 
of attending classes where they could enjoy your scholarly guid- 
ance, subtle wit, and revealing candor. 

The Railroad Retirement Board, the Federal Social Security 
Administration, the U.S. Department of Labor, the Social Science 
Research Council, the Casualty Actuarial Society, and numerous 
other public and professional groups have been the beneficiaries 
of your rare analytical power to diagnose the key issues in the most 
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difficult problems and your remarkable facility for speedily suggest- 
ing sound solutions. 

The broad scope of your accomplishments, your record of edu- 
cational leadership, your fine sense of academic values, your re- 
spect and tolerance for the rights and viewpoints of others, and your 
impartial though courageous decisions eminently qualify you for 
your present post as dean of the oldest collegiate school of business. 

Our Association is justly proud of your achievements, proud to 
have you as a member, and deeply grateful for the reflected glory 
you have shed upon it. 


Cuar.es C. CENTER 
President 


KENNETH W. HERRICK 
Secretary 














Selected by the American College 
of Life Underwriters for Char- 
tered Life Underwriters’ training: 


MODERN 
LIFE INSURANCE 


by ROBERT I. MEHR and ROBERT W. OSLER 


A professor writes: 


“This is an excellent book, and at this moment it is the 
only really modern book on the general subject of life in- 
surance. . . . The first part of Chapter 22, devoted to the 
financial statement, is the best that can be found in any text- 
book. . . . The book is a wonderful reference book which 
must be within easy reach of everyone sincerely interested 
in the subject of insurance.” 


C. K. Knight of the University of Pennsylvania, writ- 
ing in The Review of Insurance Studies. 





1957’s Elizur Wright award 
went to Mehr and Osler. The 
citation read: “The most out- 
standing life insurance text 
available today.” 











1956 747 pages $6.90 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N. Y. 
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Selected RONALD Textbooks 
CASUALTY INSURANCE 


An Analysis of Hazards, Policies, Insurers, and Rates 


C. A. Kup, Wharton School of Finance and 
Commerce, University of Pennsylvania 


THIRD EDITION. Completely revised to pe espe all 
latest data, this authoritative textbook a = treats every 
important phase of casualty insurance. Widely used in uni- 
versity courses for nearly 30 years, it presents a clear, 
analytical discussion of hazards and policies, insurers 

rates. Book develops and documents background facts, 
provides impartial evaluations, brings out contract features 
of various policies. Thoroughly discusses fundamental prin- 
ciples; exp! rate m , insurance carriers, the intrica- 
cies of health insurance, contribution private casualty 
insurance is making to the broad area of social security. 
re many essential details for the student, layman, and 
insurance executive.’ "—Library Journal. 28 tables, 635 pp. 


INSURANCE 


S. B. Ackerman, New York University 


A standard work reflecting important developments in the 
fleld which affect both insurance buyer and seller. For 
pe type of insurance, book presents tlhe a and analysis 

licy provisions, and the various clauses that may be 

fea to pemvles to make them meet the requirements and 

of the individual case. Provides the guidance 

necessary to secure the most effective protection in the most 

——— “3 my 3 —— _ a a problems sas 
eat p to to person w 

wales cade to master the subject of insurance.”—Business 

Edocntion World. 3rd Ed., Rev. Print.; 29 tables; 801 pp. 


ECONOMIC and SOCIAL SECURITY 


Public and Private Measures Against Economic Insecurity 


Joun G. Turnsuy, University of Minnesota 
C. ArTHuR WiLuiaMs, Jr., University of Minnesota 
Ear F. Cuerr, "University of California 


This new book offers a thorough discussion of various pub- 
lic and private measures for extending economic security. It 
evaluates private and social insurances and assistances in- 
volved in old age, death, occupational and non-occupational 
illness, unem ¥ ent, substandard working conditions; and 
offers caref eveloped suggestions for their improvement. 
Concentrates oy principles and understanding, avoiding 
— discussion of statistical detail and the complexities 

tion. Emphasizing economics, the book also 
details the vital social and political ouaroesaces of all 
these programs. 75 ills., tables; 539 pp. 








THE RONALD PRESS COMPANY « 15 East 26th St., New York 10 


(144) | 














PROCEEDINGS 


The Secretary has a limited number 
of Volumes 4-20 of this Journal 
available while they last for 25¢ each. 


Order the copies you wish. Those avail- 
able will be sent together with a statement. 

















May be obtained ON APPROVAL! 


* Loose Leaf Service 


* Revised Twice A Year 


WERBEL’ 


Generat In enn 





* Aiways Up To Date 


HANDY REFERENCE GUIDE 
FOR NEW YORK STATE AND CPCU EXAMS 


MR. WERBEL received the 1951 AWARD 
given by the Brooklyn Insurance Brokers 
Association for outstanding service ren- 
dered in the field of insurance education. 





COST $15 


221 Hempstead Tpke., 
Each Semi-annual Revision $5.50 W. Hempstead L.!., N.Y. 
IVanhoe 1-8485 
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New York Life 


PRESENTS 


Visual Aids for 
College Classes 


3 motion pictures produced especially 
for use by insurance teachers. 










TAILOR-MADE DOLLARS 


classroom oadition 
A realistic narrative explaining the operation 
of a Planned Security Program 


Running time: 40 minutes—16 mm. sound film 










STRICTLY BUSINESS 


classroom edition 
A personalized story describing business insurance 
and what it can mean to a partnership 


Running time: 40 minutes—16 mm. sound film 






FROM EVERY MOUNTAINSIDE 


an institutional film—in Technicolor 









A comprehensive view of life insurance at work—for 
the individual, his family and the national economy. 


Running time: 30 minutes—16 mm. & 35 mm. sound flim 











Mr. Robert P. Stieglitz, C.L.U. 
Assistant Vice President in charge of College Relation 
New York Life Insurance Company 
51 Madison Avenue, New York 10, N. Y. 
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ee BOOK COMPANY, INC. 








3 outstanding volumes in the 
McGRAW-HILL INSURANCE SERIES | | 


LIFE INSURANCE 


By Joseph B. Maclean, formerly with the Mutual Life In- 
surance Co. of N.Y. New Eighth Edition. 558 pages, $6.50. 


With much of the technical material simplified and condensed in this 
revised edition, the author describes and explains the principles of life 
insurance and the practical procedures followed in furnishing it. All 
forms of insurance and all types of carriers are covered. It has been a 
standard text in its field for 30 years. 


ESSENTIALS OF INSURANCE LAW 


By Edwin H. Patterson, Columbia University Law School. 
New Second Edition. 539 pages, $7.50. 


A thorough revision of a distinguished text for students and teachers in 
schools of business. With a minimum of legal language, it aims to pre- 
sent the essentials of insurance law in its relations with the insurance 
business and its institutional practices. Its scope includes the major 
legal problems of the insurance contract, and a concise survey of 
governmental regulation of insurers, agents, and brokers. Recent de- 
cisions are used to illustrate legal principles. 


INSURANCE: Its Theory and Practice in the 
United States 


By Albert H. Mowbray and Ralph H. Blanchard, Columbia 
University. Fourth Edition. 580 pages, $6.75. 


A leading text since 1930, this is one of the few books in the field 
which presents a thorough treatment of the theory and practice im- 
portant to all phases of insurance work. It covers both private and 
governmental insurance and offers a general understanding of the basis 
of insurance, its problems, its mechanisms, and its practical applica- 
tions. It deals with the problem of risk and the various ways of meet- 
ing it; insurance policy contracts, types of insurers and their prob- 
lems, state supervision, social insurance, and risk management. 











Send for copies on approval 


WcGraw-Rut 

















330 West 42nd Street New York 36, N. Y. 
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-€#>- CHILTON INSURANCE BOOKS 


The Accident Insurance Register Annual 88 pages @ $8.00 
The Compendium of Official Life Insurance 
Reports Annual 226 pages @ $22.50 


() The Life Insurance Yearbook Annual 758 pages @ $100.00 
C) Mlinois Standard Tables (in 4 Volumes) 720 pages per volume @ $25.00 
Edited by Fackler and Breiby 


() Fire Insurance Inspection and Underwriting 1338 es @ $15.00 
Edited by W. O. Lincoln, J. T. W. Babcock and G. W. Tisdale 


C) American Men Mortality Premium and 
Reserve Tables (in 3 volumes) 800 pages the set 
Computed by Fackler and Breiby 
C) Coverage and Forms 544 pages 


@ 
@ 
Oo Building Consett as Applied to 
4th Ed. 188 pages @ $5.00 
@ 
@ 





$50.00 
$14.50 


Fire 
By Walter O. ©. Lincoln 
() Principles and Practice of Life Insurance 10th Ed. 758 pages $50.00 
E by Edward B. Fackler 
C) Fire Prevention and Protection Fundamentals 1st Ed. 744 pages $15.00 
By Gilbert E. Stecher 


(J Personal Property Floater Insurance Ist Ed. 125 pages @ $4.50 
By Norman W. Brayley 

C) Reinsurance 3rd Ed. 423 pages @ $10.00 
By Kenneth Thompson 
The Principles of Surety Underwriting 6th Ed. 270 pages @ $6.00 
By Luther E. Mackall 

C) The Agents Key to Fire Insurance 6th Ed. 649 pages @ $8.00 


By Robert P. Barbour 


C) Insurance Accounting—Fire and Casualty Ist Ed. 380 pages @ $12.50 
Edited by A. H. Benson 
Common Casualty Claims Ist Ed. 255 pages @ $7.50 
Edited by William L. Daily 

() Claims Philosophy and Practice lst Ed. 365 pages @ $6.75 
By Fred H. Rees 

(J The Adjuster’s Manual 5th Ed. 624 pages @ $7.50 


By Paul V. Reinartz, M.D. 


CHILTON BOOK DIVISION seth and Chestnut Streets, Philadelphia 39, Pa. 


Please send me the titles checked above. 


Cc] SAVE me the new higher handling rate; | am enclosing full remittance with my order. 
Publisher pays the 45 cents handling charge. 


(PLEASE PRINT NAME AND ADDRESS PLAINLY) 





Name a kt il aed canta 


Firm or School - as 














Address BE a ~ eS as 





Zone ES 6 ee 
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GUIDE T0 
ACCIDENT & SICKNESS INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
(Cosas, “Modern Life - 
Elizur Wright Award winner ) 
Supplementary text for “Principles” or the basic “ 
course. Collateral reading for nomics. 
Ab: £ text including all the latest developments in the 
A&S field, Particularly timely today when the number 
of new desirable f entering this branch of the business 
makes desirable fuller nig maa of it in “Principles” or 
“Life” courses. Thorough index; glossary of terms; ques- 
tions at : onl of each a 9 
168 pp. Paper bound: $2. Cloth bound: $3. 

CONTENTS: Economic Importance; Policy Ingredients; Nature of 


Benefits; Policy, Standard, and Uniform Provisions; | Application ; 
Underwriting ; Claims ; Classes; Social and Cooperative; Hagulation ; 


GUIDE TO LIFE INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
and C, C. ROBINSON 
(New edition ready for Fall, 1957, semester ) 


Supplementary text for “Principles” course. Condensed 
reference for “Life” or advanced life courses. Collateral 
reading for Economics. 

An up-to-the minute authority in concise, rapid reading 
style. gat for supplemen assignment and col- 
lateral reading. Reowlie —- range of material in one book. 
Perfectly organized. High-interest reading. Questions and 
problems after each chapter. 

207 pp. Cloth bound: $2.50 


CONTENTS: Cost Factors; Pelicies and Uses; Industrial-Group- 
Wholesale, Etc.; Policy Provisions; Types Companies; Govt. Pension 
Plans; Uses of Life Insurance; The Industry. 


THE INSURANCE SALESMAN 


Monthly LIFE—A & S Journal 
R. W. OSLER, Editor 


Published by The Rough Notes Co. 


Largest of all the Life and A&S business journals, 
with over twice as many subscribers as any other 
journal in its field requiring direct payment of sub- 
scriptions. Gives student practical view of the Life 
Insurance business, acquaints him with current prob- 
lems and trends. 


Annual subscription rate: $3. 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 


(149) 

















= Worried 
about Major 
Medical Expenses? 


TIAA’S New Group 
Major Medical Expense Insurance . . . 


- . - can help free educators from concern over the financial 
problems of medical care for themselves and their families. 





— 


J 


There are many different TIAA plans available. You 
may find the TIAA Optimum Plan just right for your institution, or 
you may want to use it as a starting point from which to tailormake 
a program for your staff. In any case, TIAA’s Advisory service can 
save much time and effort for administrators, boards of trustees and 
faculty committees in developing this new protection for their staffs. 


Colleges, universities and independ- 
ent schools are eligible whether or 
not they now have a TIAA retire- 
ment or insurance program. 








Mail this for 
Full Details 






Teachers Insurance and Annuity Association 
522 Fifth Avenue, New York 36, New York 


Please send details on MAJOR MEDICAL EXPENSE INSURANCE 


Bramg 





Title 
Institution 
Address 


















































New Books in Insurance 


Published under the Auspices of 


THE S. S. HUEBNER FOUNDATION 
FOR INSURANCE EDUCATION 


LIFE INSURANCE SALES MANAGEMENT 


Edited by DAN M. McGILL 


An integrated series of lectures by life insurance agency executives on the 
adaptation of sales management principles to the life insurance business. 


Copyright 1957. 


GROUP DISABILITY INSURANCE 


By JESSE F. PICKRELL 


A thorough and up-to-date study of group, accident, and sickness insur- 
ance contracts, rates, reserves, underwriting, and claims. Ready in January. 


THE DEVELOPMENT OF COMPREHENSIVE 
INSURANCE FOR THE HOUSEHOLD 


By JOHN EUGENE PIERCE 
A painstaking analysis of the evolution of an insurance policy to provide 


protection to home owners against insurable hazards. Ready in January. 
Published under the Auspices of 
THE PENSION RESEARCH COUNCIL 


CONCEPTS OF ACTUARIAL SOUNDNESS 
IN PENSION PLANS 


By DORRANCE C. BRONSON 
A unified treatment of the subject which covers every oaen of actuarial 


soundness in modern pension planning. Ready in October. 
Sponsored by 
THE CONSUMER CREDIT INSURANCE ASSOCIATION 


CONSUMER CREDIT INSURANCE 


By DANIEL P. KEDZIE 


The first work to deal solely with one of the fastest growing, controversial, 
and interesting forms of insurance. Copyright 1957. 


RICHARD D. IRWIN, INC.Homewood, titincis —— 








Second hand copies 
are hard to find... 


Te PERCENTAGE of students who keep a given textbook is cer- 
tainly one of the best indications of the book’s popularity with 
the students themselves. That’s why we were particularly 
pleased when several professors who have used Riegel and 
Miller's INSURANCE PRINCIPLES AND PRACTICES, 3rd 
Ed. wrote to tell us that the majority of their students intended 
to keep their copies permanently. These students realized that 
this was the kind of textbook that would prove useful when 
campus days are only memories. 

Often referred to as an “insurance library in one volume,” 
Riegel and Miller’s text provides a systematic and comprehen- 
sive exposition of all branches of insurance. ‘Life, accident and 
health, workmen’s compensation, credit, title, fire, marine, 
aviation, all these and many more are logically presented. 
These discussions are preceded by general orientation cover- 
ing features common to all types of insurance . . . uses, corpo- 
rate organization, agency organization and reinsurance, for 
example. 

Riegel and Miller's INSURANCE PRINCIPLES AND PRAC- 
TICES, 3rd Ed., is 788 pages in length and sells for $6.75. If 
you would like to review an approval copy just drop a post- 
card to: BOX 903. 





be: PRENTICE-HALL, Inc. 
Englewood Cliffs, New Jersey 

















